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GOP lawmakers craftingBus#ness new health care legislation
WASHINGTON-As Rep. Charlie Nor-

wood, R-Ga., makes a last-ditch effort to sal-
vage his beleaguered Patient Access to Re-
sponsible Care Act, congressional Repubh-

8nsumnce cans are trying to assemble a health care
quahty bill

Rep. Norwood last week unveiled the third
version of his PARCA bill, which once again
modifies the measure's most controversial

® provision: allowing employees injured or im-
properly demed coverage for services to sue
health plans and employers under state lawReporting Weekly on Corporate Risk, Employee Benefit and Managed Health Care News / $4 Entire contents copynght 1998 by

Crain Communications Inc All nghts reserved See Updates on net page

Sweeping Lloyd's clouds its results
Lower profits seen in futurepension bill Profits may wane

By SARAH GODDARD (In millions of pounds)

introduced LONDON-Lloyd's of London can't seem to avoid £1,500
'90 '91 '92 '93 '94 '95 '96* '97*

rain on its parade 1,000
Even as the market announced a record profit of

500
£1 15 billion ($1 93 billion) last week for the 1995

By JERRY GEISEL 0The measure, whose official year of account, senior executives were making
title is the Retirement Security gloomy forecasts about profitability decreases for -500 ,

WASHINGTON-Sensing a for the 2 lst Century Act, also 1996 and beyond, and a group of names was threat- -1,000
new legislative climate, em- would soften the rigid pension ening to oust Chief Executive Ron Sandler from his -1,500
ployer groups are launching a non-discrimination rules in fa- post

-2,000new drive to pass sweeping vor of looser "facts and cir- On a more positive note, rating agency A M Best
-2,500pension reform legislation cumstances" tests, a funda- Europe Ltd confirmed its A (excellent) rating of the

The legislation, introduced mental change in direction insurance market, commen(ling Lloyd's on its -3,000
last week by Reps Ben Cardin, from the past decade and a half turnaround and current focus on streamhning its in-

* Lloyd's of London estimateD-Md, and Rob Portman, R- of tougher and more complex frastructure and reducing costs Source Lloyds of London
Ohio, and immediately em- non-discrimination tests See Lloyd's on page 63
braced by a broad array of "This bill marks a philosoph- GRAPHIC BY JOHN HALL

benefit groups, would go far leal and policy reversal of fair- The cost of recovery
beyond the modest reform ef- ly significant proportions,
forts that Congress passed in said Henry Saveth, an attorney
1997 and 1996 that began to with William M Mercer Inc in
peel away the complex pension Washington Transit, reinsurers trade
rules that have accumulated Only a few years ago, the
over the years possibility that Congress

The new bill, H R 3788, would even consider a pension
would take a far grander ap- bill that would lose rather than bad faith allegations
proach than the earlier reform reap revenue was virtually
measures Among other provi- zero Indeed, federal legislators By DOUGLAS McLEOD ing that Transit has made a practice of improperly
sions, it would significantly in- often saw benefit plans as a allowing claims from large corporate policyholders
crease the maximum benefits tempting pie to dig into when JEFFERSON CITY, Mo -Insurers' executive com- like W R Grace & Co, National Gypsum Co , GAF
that can be provided through new revenues were needed The pensation plans don't normally figure in their dis- Corp and others
401(k) and other pension plans result was passage of a slew of putes with reinsurers, but such plans are now being Transit's motive for allowing the claims, Lloyd's
That change would significant- tax bills and other measures in cited in a bitter fight between the Transit Casualty underwriters charge, is to boost the estate's reinsur-
ly increase retirement benefits the 1980s and early 1990s that Co receivership and Lloyd's of London underwriters, ance recoveries and pad incentive bonuses paid to
for higher-paid employees but drastically cut back the man- Transit, which collapsed in 1985, has filed breach Transit managers under the receivership's deferred
would also cost the U S Trea- mum benefits that could be of- of contract and bad faith sults against Lloyd's under- compensation plans
sury billions of dollars in lost fered through qualified plans writers for refusing to cover $3 3 million in paid As reported last week in Business Insurance, those
tax revenue See Pensions on page 67 claims allowed by the estate The 15 Lloyd's syndi- plans pay Transit officials a percentage of their

cates are also liable for $23 3 million in Transit case salaries based on the estate's reinsurance recoveries
reserves, and may ultimately owe the estate a total of The plans have cost Transit $21 million to date, in-How the Retirement Security Act $40 million, Cole County Clrcult Court filings say cluding several million dollars payable to Special

Lloyd's underwriters, however, have leveled bad Deputy Receiver J Burleigh Arnold and his two topwould liberalize pension law faith charges of their own, with one syndicate alleg- See Transit on page 60

Retirement
Provision ,.; J Current law Security Act Court revises guaranty rule

_Maximum 401(k) salary delerral $10,000 _ _ $15,000
California ruling lets counties collect from guaranty fund, 415 limits for defined contribution plans $30,000 $45,000

415 limits for defined benefit plans $130,000 $140,000 By JUDY GREENWALD ernment entity can obtain money County of Orange sued the Serra-
from the California Insurance no Irrigation District and a sand

Employee compensation used SANTA ANA, Calif -An appel- Guarantee Assn , according to at- and gravel company, Corona,
. to determine pension benefits $160,000 $235,000 late court's findmg that Califorma torneys involved m the case The Calif -based Frank Smith Truck-

county governments can collect attorneys said the decision may be ing, for removing sand and gravel
Special "catch up" savings plan from the state guaranty associa- applicable to state government from county land The company
contributions for older employees Not allowed $5,0001 tion could have a significant fi- agencies as well was insured by San Jose, Calif -

nancial impact on the fund as well The decision hinged on whether based Citation General InsuranceNon-discrimination rules , , y ' Rigid Flexible
as on the insurers that fund lt, legislatively approved language in Co, which was put into hquida-

401(k)-403(b) plan transfers Not allowed Permitted says an insurer attorney the California Insurance Code was tion in 1995 (BI, Sept 18, 1995).
-- -- The April 20 ruling by Califor- intended to exclude only the state CIGA took over the defense and

Retirement plan cash-out amount $5.000 $5,0001 nia's fourth appellate district government itself from collecting filed a summary iudgment motion
'Per year court in Santa Ana in County of from CIGA or whether the exclu- against the county, asserting that

Orange vs FST Sand & Gravel sion extended to other govern- the association was not statutori-: Blit amount Indexed to inflation

Inc was the first by a state appel- mental entities ly required to pay any obligation
• late court to conclude a local gov- According to the decision, the See Ruling on page 55

lit- ,
.
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GOP working on health bill
Continued fromprevious page
for malpractice. Such suits now are pre-empted by the Employee Re-
tirement Income Security Act.

Under the new Norwood measure, employees could not sue under
state law if denial of care resulted in only financial loss rather than
physical injury.

But Washington observers say the Norwood billis all but dead and
that action now will be focused on a House Republican task force
putting together a health care quality bill. That measure is likely to
emerge by the end of the month.

Aside from including provisions to increase the likelihood that pa-
tients receive better care from health plans, the Republican bill also
may include highly controversial provisions to cap medical malprac-
tice awards and make it easier for small employers to band together-
without having to meet state licensing requirements-to form health
insurance purchasing pools.

Ruling favors Kemper Re
LONDON-The U.K. Privy Council has ruled that Kemper Rein-

surance Co. may appeal a Bermuda court order that barred the rein-
surer from seeking judicial review of decisions concerning Electric
Mutual Liability Insurance Co.'s 1995 redomestication.

A Bermuda judge in 1996 denied Kemper Re permission to seek ju-
dicial review of Bermuda government orders allowing EMLICO into
the country, and the Bermuda Court of Appeallater declined to hear
Kemper Re's appeal on jurisdictional grounds. The Privy Council
ruled last week that the Court of Appeal has jurisdiction to hear the
case, and Kemper Re said it would proceed with the appeal later this
year.

Kemper Re, an EMLICO reinsurer, is seeking to quash the Bermu-
da government orders allowing the redomestication on the grounds
that the now-insolvent EMLICO-a longtime General Electric Co. li-
ability insurer-fraudulently misrepresented its financial condition
at the time of the move.

Kemper Re meanwhile has launched a separate request for judicial
review in Bermuda based on a January ruling by the Massachusetts
Supreme Judicial Court that state regulators had no authority to al-
low the move and that EMLICO remains a Massachusetts company
(BI, Jan. 12). A hearing on these proceedings is scheduled for Aug. 31.

Last week, the Privy Council, which serves as Bermuda's highest
court of appeal, also refused to rule on whether EMLICO's Bermuda
liquidators were proper parties to the Kemper Re appeal given the
Massachusetts high court decision. Kemper Re had tried to raise the
impact of the Massachusetts ruling as a preliminary issue, but the
Privy Council said it lacked jurisdiction because the issue was not be-
ing raised on appeal from a lower court (BI, March 30)

The Privy Council noted last week that the matter of whether EM-
LICO continues as a Bermuda company "remains open for argument
in the courts of Bermuda."

FHS sells workers comp units
LOS ANGELES-Foundation Health Systems Inc. has announced

a definitive agreement to sell its workers compensation insurance
companies to Superior National Insurance Group Inc. for $290 mil-
lion in net proceeeds (BI, Feb. 16).

The transaction is expected to close in the third quarter, subject to
the approval of regulators and shareholders of Calabasas, Calif.-
based Superior National.

Woodland Hills, Calif.-based FHS's workers comp business, which
generated about $500 in net premium volume in 1997, includes Cali-
fornia Compensation Insurance Co.,the state's largest private insur-
er; Business Insurance Co., which writes workers comp coverage in
42 states outside California; and Combined Benefits Insurance Co.,
licensed in California for workers comp and accident and health.

FHS Chairman and Chief Executive Officer Dr. Malik M. Hasan

said in a statement that he is pleased with the sale. "These operations
were clearly not a fit with our health businesses but will now be part
of a highly successful insurance operation. Our capital will be more
effectively deployed elsewhere."

Age-discrimination bills pass
SACRAMENTO, Calif.-State lawmakers last week approved two

bills that would negate court rulings that held employers can legal-
ly replace higher-paid employees with younger, lower-paid work-
ers.

The California Supreme Court last falllet stand an appellate court
decision that employers would not violate age discrimination laws
if they replaced older workers for economic reasons (BI, Nov. 3,
1997).

See Updates on page 66

Errors & omissions

•To correct a May 4 article on retiree health care funding: Section
401(h) was added to the Internal Revenue Code in 1962, and has since
been used by employers to fund retiree health benefits. Employees' salary
deferrals to 401(k) plans cannot be diverted to 401(h) accounts. Federal
law limits 401(h) contributions to 25% of total contributions to a pension
plan, including the 401(h) portion.

• To correct an Apri127 report on Risk Management Honor Roll mem-
ber James E. Green, he worked for the Fort Worth Police Department,
and Justin Industries Inc.'s headquarters is in Fort Worth.

• Contrary to information in an April 20 article, some worksites with
more than 10 but fewer than 60 workers will be subject to comprehensive
safety inspections under the Occupational Safety and Health Adminis-
tration's interim inspection program.

Comp panel criticized
California employers argue makeup benefits labor, attorneys
By ROBERTO CENICEROS member Commission on Health and adequately compensate Cali-

and Safety and Workers Compen- fornia workers, the commission
SACRAMENTO, Calif.-Cali- sation is politically stacked "recognizes the need for the Leg-

fornia employers are questioning against them, even though state islature to enact an immediate in-

the fairness of a state commission law says the commission must crease to at least begin to remedy
that is calling for an increase in evenly represent ernployers and the problem documented by
workers compensation benefits. workers. Because of the alleged RAND."

The panel is urging state law- imbalance, some employer groups The CHSWC, which did not
makers to raise scheduled perma- contend, the commission's actions specify the amount of increase
nent partial disability benefits, are assisting labor and plaintiff needed, last week held an execu-
based on the findings of a contro- attorney efforts to increase work- tive briefing in which RAND rep-
versial RAND Corp. study com- ers comp benefits. resentatives presented its findings
missioned by the panel that found The commission voted April 16 to legislators and their staff.
the benefits were inadequate. in favor of a resolution stating The commission is an advisory

Employer groups opposed to the that out of a commitment to pro- body, but some California em-
increase contend tha: the eight- duce "a more equitable system" See PPD on page 61

Montana showcases problem
in work comp records privacy

By MEG FLETCHER

HELENA, Mont.-A continuing
controversy in Montana over
broad disclosure of workers com-

pensation claimants' medical
records illustrates the complexity
of the problem and possible solu-
tions for employers and policy-
makers nationwide.

At the very least, the Montana
controversy should put policy-
makers and employers on notice
about workers' heightened sensi-
tivity to the privacy of personal

medical files, worker representa-
tives say.

The dispute also should prompt
employers and policymakers to
review release forms within their

jurisdictions for appropriateness,
observers say.

The key question for workers,
employers, insurers and regula-
tors in this debate is how to bal-

ance the need to know against the
need to protect personal medical
information.

That question is being asked by
Congress as lawmakers consider

RRG a casualty
of soft market

Appliance group in runoff
By JERRY GEISEL

DES MOINES, Iowa-One of the first risk re-
tention groups licensed under the 1986 federal law
that permits them is ceasing operations and run-
ning off business.

Appliance Manufacturers Assurance Co. Risk
Retention Group, licensed in Iowa in 1987 to pro-
vide product liability and general liability cover-
age to home appliance manufacturers, is a vic-
tim of the soft market, according to its adminis-
trator and state Insurance Department offi-
cials.

When AMAC was conceived, home appliance
manufacturers couldn': get the limits they wanted
at any price, said James Dunn, account executive
with Des Moines, Iowa-based Kirke-Van Orsdel
Inc., which served as AMAC's administrator.

More recently, though, risk retention group pol-
icyholders have been able to purchase better cov-
erage at lower rates in the commercial market,
compared with coverage provided by the risk re-
tention group, Mr. Dunn added.

While the highly competitive market was the
key factor in the decline of the group, consolida-
tion and mergers among policyholders also played
a role.

See AMAC on page 55

Inside

• Names are wrong to call for the ouster of Lloyd's chief
executive, who suggested changing the market's capital
structure, this week's editorial says. PAGE 8

• A Canadian-Swedish mining company is covered for a
pollution incident in Spain but does not yet know the
amount of damage. PAGE 57

• Just a few sessions of psychotherapy can significantly
help employees who suffer from major depression, ac-
cording to an employer and its EAR PAGE 63
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several health care privacy bills
designed to increase the confiden-
tiality of patients' medical records
(BI, April 27). It is also being
asked by the National Assn. of In-
surance Commissioners, which is

drafting a model act to guide
states in developing their own
laws (BI, March 30).

In both forums, representatives
of patients and workers are press-
ing for more rules to protect the
confidentiality of their individual
medical records.

See Montana on page 66

Lower volume

is likely Buffett
By RODD ZOLKOS

OMAHA, Neb.-The development of catastrophe
bonds and insurance derivatives will likely cut into
the volume of Berkshire Hathaway Inc.'s super-cat
reinsurance business in the next few years.

But, according to
Berkshire Hathaway
Chairman and Chief

Executive Officer

Warren E. Buffett, the

ate 11/3 company won't cut
reinsurance premiums
below appropriate
levels just to maintain

Sk its current volume of
business.

 Mr. Buffett dis-

cussed Berkshire's in-

Mr. Buffett surance business, the

company's other hold- 
ings, his bridge playing and more while spending the
better part of the day May 4 taking questions at Berk-
shire's annual shareholders meeting in Omaha, Neb.

At Mr. Buffett's side at the annual first-Monday-in-
May event, which this year drew 11,000 Berkshire

' shareholders to Omaha's Ak-Sar-Ben Arena, was
Berkshire Vice Chairman Charles T. Munger, intro-

See Buffett on page 65
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Debate takes on insurers' compensation of brokers
By GAVIN SOUTER L'!r -;' ,, * . *t!

SAN DIEGO-Policyholders should be told
of any compensation insurance brokerages get 600
from insurers, a risk manager contends 1998 RIMS ReptfEven better, brokerages should not charge
insurers contingent commissions for bulk bum-

1 Z
4

ness at all, she said If brokerages think their
current fees and commissions from policyhold- -

(' 6

ers are insufficient, they should increase them h.*,»1

rather than seek extra compensation from in-
4 ° --= E m LI Ully i i Irtsurers, she said I

Brokerage executives disagreed r, W-'' C

Policyholders benefit from the strong rela- --

tionships that brokerages forge with insurers,
--

said one brokerage executive And the contin-
-    r

gent commissions compensate brokerages for
services they provide to the insurers, such as

-
; 4

-333-'44

product developments, said another &-*

This was just one of a wide range of issues
concerning consolidation in the insurance in-
dustry discussed at a debate during the 36th

-- F-.

Risk & Insurance Management Society Inc an- . '1 *nual conference recently in San Diego. .h f

Other issues taken on by the panel of two
brokers, two insurers and a risk manager in- P '5*......8 ..4,41.*,4*44cluded the reasons behind the recent spate of

--

insurer consolidations, the prospect of further
consolidation, and the quality of insurer and
brokerage services

The issue of contingent compensation should
be out in the open, and all risk managers
should be aware of the payments brokers often
get from insurers in addition to the fees and

'11 lecdwit
k

commissions paid by policyholders, said Susan
'20* 'L / 1.---

Meltzer, assistant vp-insurance and risk man-
agement at Sun Life Assurance Co of Canada
in Toronto

Some insurers pay brokers contingent com-

WILLISCONRI){)\
k j

missions based on the volume and on the prof- -

itability of certain books of business
"I don't have a basic problem with volume

..

commissions, what I have a problem with is ,4 - I ;'19/ -I

that these arrangements have not been dis- '1 - 72 43/611- . MOTOS MICHAEL MARCOTTE

i 45 t. 1closed," she said

Brokers represent policyholders, so all of T,he 36th. Risk,&-insurance Management.Society Inc annual con-
-- .ta':

their compensation should be paid by policy- Terencelin ban]U,eaorenaoiealrisKianaainsurance professionals to
holders, Ms Meltzer said "This is not an ex- Gther their knowles'lleistnaaerpsnt,and employee benefit
cuse to pay brokers less I would be willing to Lss_u*< as. w*11_ asm-**R*MSir.viser.vfceiproviders
increase my fees and commissions in order to
brung the control of costs and broker compen- /* 11.-

--

sation to the risk manager," she said.
But strong relationships between brokerages 1 ..1

See Debate on net page - ME

Legal rule change would hurt Wanted: Qualities
policyholders, attorney says in a risk manager

By DAVE LENCKUS to block it lawyers, judges and law profes-
"This is an outrageous sneak at- sors that promotes the Clarifica- Skills needed will vary, panelists saySAN DIEGO-Liability insur- tack" on policyholders, Mr An- tion and simplification of the law

ance pollcyholders should be out- derson said during a session at the in an effort to better accommo-
raged at a pending legal rule that recent Risk & Insurance Manage- date society's needs To that end, By MICHAEL BRADFORD of Willis Corroon Corp
would undermine the allegiance ment Society Inc annual confer- the group, which was established If those styles of managing
of their defense attorneys, a poli- ence in San Diego in 1923, drafts and publishes re- SAN DIEGO-Is the Ideal the entire risk of a corporation
cyholder attorney contends A Vanderbilt Universit:y law statements of the law in various risk manager a Renaissance become "much more common,

The rule, which the American school professor acknowledged areas, model codes and other legal person, a generalist, a specialist then in fact they are going to
Law Institute lS expected to ap- that the new rule could create reform proposals or someone outside the compa- call for a risk manager with a
prove Tuesday, in many cases some problems While the ALI's restatements of ny? different skill set" from the one

could make policyholder defense law and other proposals are not used by today's risk managers,
attorneys equally beholden to the <1(Tri¥R„r=y/*¥,4 binding, the group lS highly au- Mr Davis said

insurers that hired them to fend thoritative, and its work is widely 9@@0 MI Risk managers whose respon-
off underlying liability lawsuits
against policyholders, the attor-

u CZ,CZAV Ls LltiAKE )

lnI;] *IRX)U followed sibilities are enterprise-wide
The proposed rule governing at- will need very strong oral and

ney says For nearly a century, But, overall, the rule can benefit torneys' obligations and relation- A panel at the Risk & Insur- written communication skills,
while insurers have paid for their both insurers and policyholders ships to third parties that could ance Management Society he explained A criticism of
policyholders' defense, only the because it would reduce litigation affect the attorneys' representa- Inc 's annual conference dis- many risk managers is that they
policyholders were considered and, as a result, insurance costs, lion of their clients is laid out in cussed the qualities that com- do not know how to communi-
clients of the attorneys said Kent D Syverud, a Vander- Section 215 of the ALI's third re- panies should look for in a risk cate with senior management

Insurers have strongly lobbied bilt law school dean and a Garner statement of the law governing manager and whether the job is without getting tangled up in
for the ALI rule, because it would Anthony professor lawyers (BI, Sept 9, 1996) better left vacant insurance Jargon, he said
give them access to information Representatives of the ALI said The restatement actually is the Their conclusions? Decide for Mr Davis said his idea of

they could use to deny coverage in separate interviews that policy- ALI's first attempt to develop a yourself "the risk manager of the fu-
and even a defense for more holders have long had an opportu- national standard of professional "One of the hot discussion ture" leans toward someone
claims than they already fight, ac- nity to comment on the proposed conduct for lawyers The rules are topics today in risk manage- who lS .a good business-per-
cording to policyholder attorney rule One representative said the based on both the most basic and ment is the whole area of holis- son a generalist in the sense
Eugene R Anderson, a partner at rule more accurately describes- common regulations that states tic risk management" or "en- that an individual who would
Anderson, Kill & Olick P C of but does not actually change-the have adopted and some case law, terprise-wide risk manage- function as a chief risk officer
New York relationship among policyholders according to Thomas Morgan, a ment," said James V Davis, has got to know a lot across the

Mr Anderson also complained and their defense attorneys and li- professor at the George Washing- chairman of Advanced Risk scope of the entire orgamzation
that the planned procedure to ability insurers ton University Law School in Management Services, a about how his or her firm
adopt the rule does not give poli- The Philadelphia-based ALI is a Washington Mr Morgan was in- Nashville, Tenn -based division See Qualities on page 36
cyholders adequate opportunity highly Influential group of See Lawyers on page 28
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Debate
Continued from previous page
and insurers provide benefits to poli-
cyholders as well as to the brokerages
and insurers, said J. Patrick Gallagher
Jr., pr·esident and chief executir,e offi-
cer of Arthur J. Gallagher & Co. in
Itasca, Ill.

"Where we have built volume with

an insurance company, we have a bet-
ter relationship," he said. And as a re-
sult of that better relationship, bro-
kers are more able to help ensure that
claims are paid and any problems be-
tween insurers and polieyholders are
solved, he said.

"I don't think there is anything
wrong with being compensated for
that," Mr. Gallagher said.

Additionally, brokers provide ser-
vices to insurers, and that iS reflecied

in the contingent commissions, s aid

John T. Sinnott, vice chairman and
CEO of J&H Marsh & MeLenr an Inc.

in New York.

For example, brokers provide "in-
tellectual capital" and produc: devel-
opment services to insurers. It is only
fair that insurers, not policyholders,
should pay for those services, he said.

Contingent commissions are a real-
ity of the marketplace, said Jay S
Fishman, CEO of the commercial
lines division of Travelers Property
Casualty Corp. "It is an area where
you as customers will make decisions
on what value is and what value ism't

and whether you are being well
served," he said.

However, policyholders should be
informed about the payments, Mr.
Fishman said. "As long as it's all
above-board, we don't have a prob-
lem with it," he said.

On the other hand, Libert>' Mutual
Group does not pay contingent com-

.F

missions, said Edward G Troy, exec-
utive vp and manager of national ac-
counts at the Boston-based insurer.

"We've made the decision that we

don't pay insurance brokers," he said.
The issue of contingen+ commis-

sions has come to a head with the in-

creased consolidation of the broker-

age industry over the past few years.

That consolidation has led to in-

ceased clout for the largest broker-
ages.

Consolidation of the whcle industry
is likely to continue, saic_ Mr. Troy.
' There's been more changes in the
past five years than we'd seen in the
2C years before that, but fasten your
seat belts, because I think t is going to
ccntinue," he said.

1 16

Insurers and brokerages both need
:o be large in order to invest in tech-
rology and to ex.end their global
reach, Mr. Troy said.

The need to have substantial capital
was the driving reason behind the sale
of the former· Johnson & Higgins to
Marsh & MeLennan Cos. Inc., said
Mr. Sinnott of J&H Marsh & McLen-

nan.

Other reasons behind the continued

consolidation include the slow rev-

enue growth and substantial excess
capital most insurers currently have,
said Mr. Fishman of Travelers. "Itt will

Take additional consolidation for the

marketplace to correct itself," he said.
Risk managers think the market-

place also could improve some of its
services, according to the results of a
survey of risk managers' views on ser-
vice providers released by RIMS at
the conference (BI, May 4)

The quality score card was devel-

oped by RIMS and the Quality Insur-
ance Congress. Overall, brokers and
insurers received low marks in satis-

faction and performance.
Travelers ranked average for salis-

faction and above average for perfor-
mance but still was "disappointed" by
the results, Mr. Fishman said. "Just
wait 'til next year," he said.

J&H Marsh & McLennan ranked

below average for both satisfaction
and performance. Mr. Sinnott would
not comment on the survey. saying it
had come out only the day before the
debate and he had not yet read it
"But listening to clients is very iinpor-
tant, and we will listen to all the feed-

back that we get," he said.
Arthur J. Gallagher was not ranked

in the survey, as there were too few re-
sponses that mentioned the broker-
age. Mr. Gallagher said he was disap-
pointed in the way the survey was
conducted and analyzed.

The survey obtained only enough
information to rank five brokerages,
Mr. Gallagher noted. And, he said, as
any survey of this kind should contain
a 5% deviation, it did little to measure

any differences among the brokers.
The (iii'fei·ence in marks among the
top four brokerages was not more
than 10 points for both satisfaction
and performance.

Stephen M. Wilder, RIMS president
during 1997-1998 and vp-risk man-
agement at The Walt Disney Co. in
Burbank, Calif, moderated the de-
bate, [al

Executive
Council

elected
SAN DIEGO-Three new

members are serving on the Ex-
ecutive Council of the Risk & In-

surance Management Society Inc.
Elected at the society's annual

conference in San Diego were:
Margaret Accordino, assistant di-
rector of corporate insurance at
Travelers Group Inc. in New
York, who is vp-education and
professional development; Chris-
topher Mandel, senior director of
risk management at Tricon Glob-
al Restaurants in Louisville, Ky.,
who is vp-external affairs; Roger
Andrews, genei'al counsel/direc-

b 1

tor of risk management at E.D.
Bullard Co. in Provo, Utah, who
is vp-treasurer.

Re-elected to the council were:

Diane Wolfson, director of risk
and insurance at Domtar Inc. in

Montreal, who is vp-conferences,
David L. Mair, risk manager for
the U.S. Olympic Committee in
Colorado Springs, Colo., who is
vp-international affairs; Georges
Balcer, director of risk manage-
ment at Bowater Inc. in

Greenville, S.C., who is vp-gover-
nance and secretary; Karen
Fleming, manager-risk manage-
ment at Bell Atlantic Corp. in Ar-
lington, Va., who is vp-member
and chapter services; David R.
Haight, former director of risk
management at CF Industries
Inc. in Long Grove, Ill., who is vp-
long-range planning.

The Executive Council also in-

cludes Mark A. DeLillo of Celo-

tex Corp., and Susan R. Meltzer
of Sun Life Assurance Company
of Canada.
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Alternative options, volume to grow: Panel
By RODD ZOLKOS

SAN DIEGO-As risk managers
and their companies expand the way
they look at risk, growth in all types of
alternative risk financing techniques
appears inevitable.

And, according to panelists dis-
cussing real-life experiences in alter-
native risk financing at the recent an-
nual conference of the Risk & Insur-

ance Management Society Inc. in San
Diego, the spectrum of risk transfer
options is destined to expand as well.

Risk securitization. which so far has

been the province of insurers and
reinsurers, likely will begin to be used
by commercial insurance customers,
while other policyholders will contin-
ue finding ways to place previously

DA

..

uninsurable risks in integrated risk fi-
nancing programs.

"My sense is, before the year is over,
there will be securitization solutions,

financial product solutions for com-
mereial clients," said David N. Fields,
senior vp at AIG Risk Finance in New
York.

The nature of risks placed into the
capital markets will expand beyond
the catastrophe exposure transferred
to the capital markets in deals over
the past year by United Services Au-
tomobile Assn., Swiss Reinsurance
Co. and others (BI, Oct 30, 1997).

"We started on what in my view has
to be the hardest place to start on the
spectrum: 1=ricaneand earthquake,"
said Michael J. Normile, managing di-
rector in the Structured Finance

Group at Mel*ll Lynch & Co. in New
York.

"This year in our estimates we will
see between $4 billion and $6 billion

in insurance risk coming into mar-
ket," Mr. Normile said. "A portion
will be catastrophe risk, but a greater

4 1998 AIMS
SI© 1*port

portion will be all the other types of

"Risk managers are eisher being
challenged by their top management
or should be challenging shernselves
to think more broadly about risk,"
said Paul T. Pope, assistant treasurer-
risk management at TRW Inc. in

Way out in front of any other management system available, AMS

Sagltta ts tomorrow s solution for large agencies, brokerages, MGAs,

and banks that works today AMS Sagitta is a flexible, powerful

management system fOr firms that may need high level, customizable

sernces Using Internet Browser technology, Sagitta will increase

your productivity, provide up-to-the minute information, and reduce

your expenses Plus, your customers will have access to the system

too Another first for AMS Tailor made for your operation, AMS

Sagitta not only stores the data required to create documents, but

also retains the actual documents for a truly paperless office

The leader m mtegrated automation solutions for over 30 years,

AMS has the technology, experience and breadth of product for

all your insurance automation needs To make AMS and Internet

Browser technology part of your future, call 1 800444 4813 or

visit our web site @ www ams-services com

AMS and »i zigig,-red uidemarks ofAMS kn,CLS Inc \Undim id regstered trademari of Micto<oft Corporatton 5/98

1 800 444 4813
www ams services com

Cleveland.

At TRW, that meant assembling a
multiyear, multiline program, said
1\Ir. Pope, who moderated the session.

In the future, more programs will
be structured to accommodate multi-

rle risks, he sugges=ed, and new risks
will become candidates for integra-
tion in those programs as better ways
c,f analyzing them are developed.

Still, he thinks: move toward in-
creased use of multiyear, multiline
programs and other alternatives
won't occur overnight.

For those attempting any of the
various alternative risk financing op-
.ions, it's important to approach the
deal with clear, realistic objectives
and a full unders-.anding of exactly
what the company hopes to accon-

E. Y-
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plish, said Martin H. Scherzer, man-
aging director at J&H Marsh &
McI,ennan Inc. in New York. He coor-

dinated the session.

Because the transactions are com-

plex and take a relatively long time to
put together, attempting one without
a clear understanding of the organiza-
tion's goals can result in wasted time
and resoumes.

"When these things drag on, good
things don't occur," Mr. Scherzer said.
"Only bad things occur."

"We have lost more alternatives

that didn't close not to a competing
broker or insurance company or alter-
native service provider, but to the
client deciding to do nothing at all,"
Mr. Scherzer said.

If a deal is to succeed, the company
also has to have loss exposures that
could materially affect its perfor-
mance, so that senior management
will be sufficiently worried about the
exposure to devote the time and re-
sources needed to find a solution.

It also helps if there are no viable
traditional solutions.

"We are vey strong advocates of
cost-effective insurance," Mr. Seherz-
ersaid. "It's clean; it's easy; people un-
derstand it very well."

But, he said, "Sometimes what may
be a simple solution for the financial
services market may be a complex so-
lution for the insurance market." In

those situations, the key is to go where
the solution is simplest, he said.

The company also must be ready to
deal with the tax, accounting and reg-
ulatory hurdles that inevitably are
part of many alternative risk financ-
ing deals.

Companies can do various things to
try to maximize their chances of get-
ting favorable tax and accounting
treatment in alternative risk financing
transactions, noted James R.

Cameron, a partner in the Baker &
McKenzie law firm in New York.

For example, with integrated pro-
grams that combine coverage of sev-
eral different risks in a single package,
"you want to make sure you have evi-
dence that you can't buy these prod-
ucts separately, that you have to bring
them together," he said.

"Also, please, please look at the
wording. Make sure the wording
mentions the word, 'premium,' " Mr.
Cameron said. Otherwise, the Internal
Revenue Service may challenge de-
ductions for these risk financing costs.

Among the various reasons for the
convergence of the insurance and cap-
ital markets, Mr. Fields said, a key one
is that financial and operational risk
management are not independent dis-
ciplines. "All of this stems from the
fact that essentially risk is risk," he
said.

In that context, companies can use
structured financial programs to pro-
teet their balance sheets, protect in-
come statements or insure solvency,
Mr. Fields said.

The "risk is risk" view seems to ap-
ply to both sides of the transaction,
Mr. Normile said.

With the development of mortgage-
backed securities, derivatives and
credit card auto loan-backed securi-

ties, a new group of investors also has
developed which assesses risk in
much the same way as the insurance
industry, he said.

"What has happened since the
1970s is the development of a whole
universe of people who think like we
do," Mr. Normile said. "What's re-

markable is it took us so long to look
over the fence and see each other."

Now that those capital market in-
vestors are viewing insurance risk in
that fashion, they may well look for
other ways to expand their presence
in that investment arena, Mr. Normile
suggested.

"We will see investors who say,'My
best play here to get involved in this
business is to go out and buy a rein-
suier,"' he said. ial
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Opinions

Adversity equals opportunity
FTF THE PAST FEW YEARS at Lloyd's of London

1have shown us anything, it is that change is not
necessarily a bad thing for the market.

Lloyd's has undergone enormous changes in an ef-
fort to distance itself from the disastrous losses of the

late 1980s. Witness the introduction and expansion of
corporate capital, the creation and successful launch
of Equitas Ltd., reform of regulatory procedures and
new faces in management, among many others.

Against this tumultuous backdrop, Lloyd's has
turned around its fortunes and posted some of its
most profitable underwriting years ever. As we re-
port on page 1, Lloyd's has earned a global profit of
£1.15 billion ($1.93 billion) for the 1995 underwriting
year. That comes on the heels of a £1.1 billion ($1.88
billion) profit for 1994, and £225 million ($349.4 mil-
lion) for 1993. Those profits followed a five-year
string of losses totaling nearly £8 billion ($ 12.56 bil-
lion).

In spite of the recent profitability, which demon-
strates the market's resilience, some individual

names last week were calling for the ouster of Lloyd's
chief executive for having the temerity to suggest
that Lloyd's alter its capital structure from an annu-
al venture to an ongoing enterprise.

Under its annual venture structure, Lloyd's recap-
italizes its syndicates each year, reinsuring into the
coming year the current year's liabilities.

We agree with Ron Sandler, however, that Lloyd's
needs to modernize this anachronistic capital struc-
ture.

In unveiling the proposal last month, Mr. Sandler
said, "There are many who regard the annual venture
as the principal reason why Lloyd's is losing its com-
petitive edge," because it is costly in terms of admin-
istration, legal aspects, lost investment opportunities
and regulation (BI, April 20).

Mr. Sandler also noted that without more perma-
nent and long-term capital commitments, the market
is missing out on an opportunity to underwrite more
multiyear contracts. In the continued soft market,
buyer demand for multiyear and multiline contracts
creates a prime source of income for insurers. While
some Lloyd's syndicates have been writing these
policies for several years, the ability of more to do so
would be enhanced by longer-term capital commit-
ments.

Rating agency A.M. Best Co. last week also singled
out the annual venture as a negative rating factor for
the market. "This procedure adds considerable cost

TKBNk',
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and creates a 'drag' on earnings," Best said.
The names who had called for a no-confidence vote

on Mr. Sandler-no vote ultimately was taken at last
week's Lloyd's Council meeting-ignore these argu-
ments for change and instead only see the proposal as
an attack on the status quo. Already threatened by
the greater resources of corporate members, these in-
dividual names see the proposal as an attempt to
drive them out of the market once and for all.

Perhaps that change is the very thing Lloyd's needs
to move into the future with hopes of continued prof-
itability. Lloyd's has clearly demonstrated that it can
survive-indeed, thrive-without the same level of

backing from wealthy names it has historically en-
joyed. Traditional unlimited liability names account-
ed for 39% of Lloyd's £10.13 billion ($17.01 billion)
in capital for 1998 (BI, Feb. 2), compared with 100%
of the market's capital as recently as 1992.

Individuals would not be shut out of Lloyd's as in-
vestors, as they could buy shares in investment
trusts, pooling arrangements or corporations that in-
vest in Lloyd's. Shareholders would not carry the
same level of risk as Lloyd's unlimited liability
names.

The bitter court battles with members over their

losses, the wrenching birth of Equitas and what ap-
pears to be a perpetual row over alleged affronts to
Lloyd's traditional members makes one wonder
whether they are worth all the fuss.

Letters

Risk manager must lead quality service
To the editor: Fourteen years ago,

when I first entered the "client" end of

the professional risk management field,
I might have agreed with the results of
the quality score card developed by the
Risk & Insurance Management Society
Inc. and the Quality Insurance Congress
(BI, May 4).

Today, after endless changes in my
approach to management and the sup-
port of some select individuals, I can
only wonder, who is really scoring poor-
ly?

To suggest that risk managers are gen-
erally dissatisfied with the performance
of vendors is an admission that we failed

to provide the necessary leadership
qualities, the clear direction and metrics
to define expectations and then fairly
measure performance.

I have worked with most of the large
brokers, many of the third-party admin-
istrators and nearly every major insurer
during the past decade. One of the first

questions I had to ask myself was why
wasn't I getting what I wanted and
needed? The answer was simple: I was
not managing effectively.

With that realization, endless changes
were set in place. Contracts were creat-
ed to clearly define my company's ex-
pectations of broker services. Both par-
ties signed on to this agreement.

A process that we call "pending items
meetings" was created, scheduled and
strictly maintained to measure the per-
formance of each party responsible for
providing a "task"-oriented service. The
standard was simple: done right and on
time. Our brokers were given the lati-
tude to set reasonable completion dates
for each task, and then they were held to
that. A score card was created to mea-

sure that performance.
In the beginning, the scoring was

poor. Over time, though, it improved
dramatically as everyone learned what
was expected and when. People actually

like working under clearly defined di-
rection.

It is also important to understand that
many tasks required the effective man-
agement of others, i.e., underwriters,
TPAs, loss control experts, claims man-
agement people, etc. Everyone involved
had to learn to become a better manag-
er.

Can you change the insurance indus-
try? The answer is a clear and resound-
ing "yes!"

Generally, the industry has offered
"take it or leave it products" delivered
when it was convenient for the insurer

to customers who were angry but not
demanding.

In response, we began to sculpt our
own products and market them to a sur-
prised industry. We set the prices we
were willing to pay. We demanded de-
livery of primary policies or fronting ar-
rangements in 60 days, and excess poli-

See Letters on page 60
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Risk mapping helps in visualizing exposures
SAN DIEGO-Risk mapping can

help identify a company's exposures,
determine the interrelationships
among those risks and aid in deter-
mining which risks to mitigate or
transfer, two risk managers say.

Risk mapping is a relatively new
tool and an effective pmliminary step
for integrating a corporate risk man-
agement strategy, said James D. No-

/

Contact:

John Reynolds, Paul Murdoch
609.936.3000

800.679.0025

Fax 609.936.3058

Princeton Forrestal Village
136 Main Street, Suite 320

Princeton, NJ 08540-5735

environ@Kemperinsurance.com

K.

ble, director of corporate risk man-
agement and insurance for Colgate-
Palmolive Co. inNew York.

Risk mapping also can heighten
management's awareness of an orga-
nization's risks, identify inconsisten-
cies in an overall approach to risk,
and allow the adjustment of costs
and profitability-based risk mea-
surement.

Mr. Noble, with the help of about
30 consultants from J&H Marsh &

* 32

MeLennan Inc., began the risk map-
ping process for Colgate about a year
ago, he said during a session at the

Risk & Insurance Management Soci-
ety Inc.'s recent conference. Among
other things, Colgate found where its
risks are clustered and that it is

rather conservative in its risk-reten-
tion approach.

Strategies for risk mapping will
vary from organization to organiza-
tion, advised Kenneth Zignorski,
global risk financing and consulting
group leader-strategic risk manage-
ment for J&H Marsh & McLennan
Inc. in New York. It is an art form
and a visual way to view risk, he said.

"There is no one right way to do a
process called mapping your risks,"

1.4
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Mr. Zignorski said. "There are a
whole bunch of different ways you
can think about doing it. You want to
see the risk relationships."

The process can begin with a sim-
ple "Pin the Tail on the Donkey" ap-
proach, by first placing one risk on a
chart and then pinning all of the
company's remaining exposures on
the chart. Their placement will de-
pend on their frequency, severity and
relationship to each other.

The charts typically used for risk
mapping have an X axis and a Y axis
with frequency and severity running
along opposite axes. Both insured
and uninsured risks can then be

placed in one of the four quadrants.
The quadrants can be determined by
any combinations of high and low
frequency and severity.

In that way, risk managers can get
a visual look at the frequency and
severity of a variety of exposure fae-
ing their companies, including politi-
cal risks, economic risks and even
competitor and technology risks,
such as those presented by technolo-
gy obsolescence.

As a further step toward integrat-
ing risks, risk managers can overlay
financial strategies for managing
their exposures over their risk map-
ping charts. They also can evaluate
speculative risks and determine
whether some risks may help a com-
pany's earnings.

One crucial step in risk mapping
involves interviewing a broad variety
of company operators in numerous
departments to get their view of risks
facing the organization. These range
from the president, to the director of
strategic planning, to the head of
business unit operations, to the pur-
chasing department manager.

That process can bring together
more managers throughout the com-
pany and make them aware of colpo-
ratewide risks and how those risks

interact. The survey process alone is
worth the effort, said Kalman Bes-

enczky, group leader-risk and insur-
ance management for Arizona Public
Service Co., a utility company in
Phoenix.

"In one of our discussions with our

CFO, one of his comments was that

even if we did absolutely nothing dif-
ferent, just presented the concept of
total leadership of management,
break down barriers and get every-
body to think strategically on how
each area impacts the other and how
it is all interrelated, that would have

all been worth it," Mr. Besenczky
said.

The need to look at risks from a

holistic standpoint would have been
plenty of reason to embark on risk
mapping, he said. But deregulation
of the utility industry presented the
real catalyst for APS to want to bet-
ter understand its risks.

The process can shed light on ex-
actly what percentage of risks are not
covered by insurance and where in-
surance stops while the risks contin-
ue, the presenters said. Risk man-
agers who embark on the process
also can learn more about the poten-
Ual severity of exposures facing their
companies, as one exercise calls for
researching outside data to learn
more about the losses large catastro-
phes have caused.

The process also can help policy-
holders improve cooperation be-
tween themselves and insurers, as

policyholders will be better able to
explain exactly the coverage they
need.

"But hopefully you are in it togeth-
er (with your insurer) and not just us-
ing risk mapping as another way to
market the account and shop it
around," Mr. Noble said. "It's a strat-
egy for your company."

The risk mapping session was pre-
sented by Mr. Noble and Mr. Bes-
enczky. The session was coordinated
by Mr. Zignorski. mm
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Theft prevention: How to keep on truckin'
By MICHAEL PRINCE

SAN DIEGO-If a company
ships goods overseas, risk man-
agers need to be aware of the risk
of loss from hijackings and theft,
say two speakers who know from
experience.

Although such risks exist, pre-
ventive measures can limit expo-
sures and cut down on losses, they
add.

The speakers, David Walls, a
Malvern, Pa.-based account vp for
Arkwright Mutual Insurance Co.,
and Richard Broderick, director-

risk management and real estate
for VF Corp. in Wyomissing, Pa.,

, presented a plethora of problems
experienced while shipping goods

to, from and within Mexico and
Europe.

The discussion, during a session
at the recent annual conference of

the Risk & Insurance Management
Society Ine. in San Diego, struck a
chord with the risk managers in at-
tendance, turning the session into
an unplanned open forurn where
problems and innovative solutions
were discussed. The discussion

could not be contained within the

time allotted for the session, so it
was continued in a lunchtime gath-
ering the next day, and the risk
managers planned for further ex-
changes of ideas after the confer-
ence ended.

Messrs. Walls and Broderick said

a comprehensive transportation

policy should be instituted. Mr.
Broderick emphasized that theft of
goods is not an issue only insurance
can address. instead, it requires a
loss-prevention program involving

/1/Wir'ij'I{j'I#* Li)(tiviE#1

senior management. Stolen goods
not only hurt a company's bottom
line but also injure relations with
customers who rely on timely ship-
ments of the goods, he said.

"This needs to be a corporate
bottom-line issue and might impact
market share," he said.

The risks with shipping vary
greatly with the shipping method,

said Mr. Walls. Shipping by truck
presents the greatest risks, while
air shipping is safest. Trucking
goods, however, is the most eco-
nomical method and the one gener-
ally used.

Another important risk factor is
whether the goods are shipped by
the company or by a common carri-
er hired for the job. "If you have
more hired (carriers) than owned,
your risks will be greater," Mr.
Walls said.

The type of goods also con-
tributes to the risks involved. For

example, Mr. Walls worked with
Mr. Broderick because the garment
manufacturer was experiencing
high losses with stolen jeans in
Mexico and Europe. Jeans present

CNA HealthPro remains dedicated to providing

creative solutions for our healthcare customers We

respond to the complex needs of healthcare systems

anaged care organizations, advanced medical technology V?f»-te-f·
companies and long term care facilities. In addition, we
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dentists and optometrists. It's all supported by Caronia .04.4
s Corporation, a TPA medical malpractice - -* ,VBA

pr>

claims management company providing -89
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global risk management strategies. Now more than
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learn more, contact National Marketing at 1-888-600-HPRO.

CNA HEALTHPRO
This program is underwritten by one or more of the CNA companies. CNA is a registered service mark and trade name of CNA Financial Corporation.

a more attractive target, as they are
easily sold on the black market.
Conversely, machine tools or other
equipment with limited resale val-
ue will generally command less at-
tention from thieves.

But Mr. Broderick added that he

has heard of times when container
trucks have been stolen not for

their contents but for their struc-

ture, which then is converted into

housing.
Another risk is the time spent on

the road. Goods shipped from a
warehouse to a nearby purchaser
are less at risk than goods traveling
long distances. "The longer it's on
the road, the risks are greater," Mr.
Walls said.

By not fixing responsibility on
the shipper, a company also has a
risk, Mr. Walls said. One way to ad-
dress this problem is to use one
shipper. This gives the company
added clout with the chosen ship-

per, allowing it to then negotiate a
better contract that makes the

shipper more accountable for
thefts. If the goods are sold to an-
other company, it's a good idea to
require the buyer to ship the goods
itself or to take full responsibility
for any stolen items.

A drawback with consolidating
with one carrier is the greater re-

liance placed on it. A strike at that
carrier could cripple an operation,
he said. A backup plan is therefore
necessary. "Think about what
might happen if they don't ship,"
he said.

Mr. Broderick emphasized the
importance of working with all the
divisions of a large company such
as VF Corp. Each division should
assume the losses for its own stolen

goods, making it more likely to en-
act changes, he said. Involving all
divisions also will allow the risk

manager to collect information on
bad shippers and share this with
the entire company. He emphasized
that even a company without divi-
sions should keep track of shippers
with repeated losses and not use
them.

"Let them know you are creating
a bad list of drivers and carriers,"
Mr. Walls said.

Knowing how each division ships
products helps reduce losses, Mr.
Broderick said. For example, man-
ufacturing plants ship goods to
other manufacturing plants differ-
ently than warehouses ship to cus-
tomers. A plant will ship in larger
loads, while a warehouse might
ship small amounts to many differ-
ent places. Each type of shipping
has its own needs and might use
different shippers. And even if a
comprehensive shipping policy is in
place, a risk manager needs to peri-
odically visit a company's various
locations to ensure that the policy
is being followed.

A strong loss-prevention policy
can greatly reduce the risks of theft
and increase the company's bottom
line, while making customers hap-
py.

Perhaps the most important part
of the policy is conducting back-
ground checks on shippers and
drivers for any history of hijack-
ings. "This is probably the first
thing you should ever do," Mr.
Broderick said.

He also recommends risk man-

agers visit the carrier's shipping
depot and inspect its procedures
and security arrangements. "You
want to see that they are exercising
good care of your product," he said.

One easy approach to countering
theft is to not label boxes. Plain

boxes don't advertise that they
contain valuable items to steal.

"It's a definite benefit in Mexico

and parts of Eastern Europe,"
Mr. Broderick said.

See Theft on page 16
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www.jhmarshmc.com
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Continued from page 14

"We found it helps a whole lot."
Implementing such a strategy re-
quires senior management's input,
as marketing departments prefer
to label the boxes for advertising
purposes, they said.

But shipping in plain boxes
helps prevent only small-time pil-
fering. When entire truckloads are
involved, different but equally
simple approaches may help.

A good strategy is to make sure
the trucks are full of fuel before

leaving. Mr. Broderick called this
the best common sense idea he

knows. When truckers stop for
gas, they become vulnerable to hi-
jacking. Also, if you provide mon-
ey for gas, there is no guarantee it
will be used that way; the driver

might pocket it.
Keeping cargo moving over

known routes on fixed schedules

also reduces losses, Mr. Walls ad-
vised. "Cargo at rest is cargo at
risk," he said.

Make sure schedules are set so

that deliveries don't occur on

weekends, on holidays or late on
Fridays. Shipments that arrive
when the receiver isn't open
means the goods sit in the truck
and are vulnerable to theft, Mr.
Walls said.

He added that part of the ship-
per's security arrangements
should include limiting the move-
ments of the drivers so they can-
not roam around, inspecting the
warehoused goods. "This is im-
portant when the driver is part of
a crime ring," he said, as they
could be checking on which goods
to steal in the future. mm
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Alternative market attractive
But guaranteed-cost also grabs attention

By MICHAEL BRADFORD managers have sought the challenge
of structuring state-of-the-art insur-

SAN DIEGO-Everything gets
boring after a while, evenasoftinsur-
ance market that has kept coverage a
costs low and capacity plentiful. . r fr;*fil«"1:. - --u-. 7-- ·-4--.!A

"More than a couple of people have , <
said, 'You know what? I actually wish ance and risk management programs.
the market would harden,just slight- Mr. Ealy, speaking in San Diego
ly, but I wish it would harden, '" re- during a session of the recent Risk &
called Thomas V. Ealy, managing di- Insurance Management Society Inc.
rector of Zurich Corporate Solutions annual conference, said the alterna-
in Schaumburg, Ill. tive market-risk retention groups,

That professional boredom is one captives and qualified self-insur-
reason the alternative market has ance-has grown about 6% per year
continued to grow despite the linger- over the past five years, despite inex-
ing soft market, he suggested, as risk pensive coverage prices in the tradi-

CERTIFIED

What does this mean to you? .
ISO 9002 certification means worldwide accreditation

of quality standards for screening and placing personnel
ISO 9002 certification »docurhents how IOS will meet
or exceed your expectations for quality standards from
staffing services It ensures staffing solutions are directly
linked to your specific needs Quality You Can See.
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Insurance Ove,load Systems

1-800-822-2422

www,ostemps com

tional market.

The boom in alternative markets

has left buyers with a "staggering ar-
ray of choice" in ways to fund their
risks, he added.

"We tend to see a wide spectrum of
opportunities," agreed Jeffrey M.
Bowersock, vp at Centre Solutions in
New York. Those opportunities are
causing some to look toward alterna-
tive risk financing even though their
current insurance costs are low and

are expected to stay that way.
Companies "are taking a harder

look" at their risks, Mr. Bowersock

said, particularly when facing a broad
range of risks. They are spending a lot
of time "thinking about ways to man-
age those exposures and explicitly
identifying alternatives," he added.

But that doesn't mean everyone is
choosing the alternative market.
Some companies, in fact, are leaving
self-insurance programs for bargains
in guaranteed-cost programs, said
Charles H. Dangelo, president of AIG
Risk Management Inc. in New York.

He referred to a large retailer that
approached insurers with the idea of
dismantling a self-insured, self-ad-
ministered workers compensation
program in order to buy coverage
with a rate guarantee.

The company planned to disband
its risk management department of 20
to 25 professionals. The company's
reasoning was that "since they were
going to a guaranteed-cost program,
they didn't need that anymore," Mr.
Dangelo remarked.

"Their intention was to take advan-

tage of what they felt was an over-
heated soft market." As a long-term
strategy, he said, "I think they're
making a mistake."

If the retailer needs to rebuild its

risk management department because
market conditions change, it will be
difficult to do so quickly, Mr. Dangelo
said.'Td like to tell you that that's an
infrequent occurrence, but it's not"

It's not necessarily wrong to take
advantage of soft-market price
breaks, he added, "but you have to do
that with a framework that says I'm
not going to abandon solid risk man-
agement principles, and certainly not
dismantle a structure in an organiza-
tion that's proven to work well" just
to realize a short-term gain.

Mr. Dangelo referred to another sit-
uation in which a guaranteed-cost
program made more sense than the
alternative market for a company
with no intention of dismantling its
risk management program.

The company, a defense contractor,
is profitable but has cyclical earnings.
Because it is profitable, the contractor
was incurring high tax rates. And it
allocated its costs to the government
in a detailed and lengthy procedure.

"A guaranteed-cost structure had a
lot of attractiveness to them," Mr.
Dangelo said.

The contractor entered into a two-

year relationship with an insurer that
locked in savings the policyholder had
targeted, simplified the cost allocation
process, generated a more favorable
tax situation and added incentives for
the insurer to earn more on the ac-

count if loss costs were reduced below

the policyholder's goal.
"That two-year period is over, and

it did turn out to be a win-win see-

nario," Mr, Dangelo said. "It fulfilled,
totally, the objectives for the risk
manager and the company that set the
goals,"he explained, while the insur-
er "got a very good return...in light of
the resources it put into it."

Mark G. Schneider, director of in-
surance at Loyola University Medical
Center in Maywood, Ill., was the ses-
sion moderator. Thomas F. O'Connell,

senior vp of Arthur J. Gallagher & Co.
in Itasca, Ill., was the coordinator. liN
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RIMS exhibitors entertain in order to inform
By JOANNE WOJCIK surance is, there's nothing in our

./

Job descriptions that says we can't
SAN DIEGO-Vendors of prop- have fun," he said "There's a kid

erty/casualty products and ser- m all of us " 'tr
vices at this year's Risk & Insur- "At the same time we get to talk ./ki
ance Management Society Inc about some very important issues
conference were determined to in risk management," Mr Ryan
provide as much entertainment as pomted out
possible in the exhibit hall to com- To illustrate the creative minds

2 4

.*-

pete with San Diego's legendary at work at ADP Integrated Medi-
sun and fun cal Solutions, the company hired

Los Angeles actor Zachary Selwyn
to portray a character he created,

# mad scientist "Dr Julius Hypen-
i
S 4

 i=ell.li{. stein III " The doctor, whose wiry '-5 +**7
mass of white hair and dark horn-

. 1 -
Whether it was offenng rides on rimmed glasses made him resem-

a stealth fighter Jet simulator, ble the eccentric scientist in the
r

turns at playing an electronic film "Back to the Future," posed
-:--'..

video game or sips of cappuccino for pictures with conference-go-
or fresh-fruit smoothies, ex- ers k,r

. .4 ..

hibitors did their best to attract "He gets them in here, and then 8••• 1.. /1. . .. ..

attendees to their booths I start talking," quipped Brooke e.

This year's exhibit hall included Kane, marketing manager for P diSOE[D ...

many newcomers, and several ADP in Bethesda, Md -

longtime vendors expanded their ADP, which is known primarily
. 1 . 1

4 8

booths to reflect their growing for its payroll processing and ben-
prospenty efit outsourcing systems, has re- ammim eU S.

The San Diego Convention Cen- cently begun marketing software
pwrn1 e ...

rEW

ter's exhibition space was filled to products to the property/casualty ''j!
G5h6n587 9 1 • -, ... ... e. e

-tp.

capacity, leaving at least 50 Insurance industry
prospective RIMS exhibitors on a For example, at this year's 6 I:%

waiting list They will have to wait RIMS, ADP was introducing a new ...'I

until next year's conference in claims analyzer and provider bill
Dallas to display their wares auditing software program to help It/FN

One of the most popular booths claims adjusters contain medical NCEat this year's RIMS conference was costs in workers compensation
"TOPGUN " Managed care firm claims f :3.

--

CCN offered RIMS attendees the K&K Insurance Group Inc used --

1, St
chance to dress in Marine fatigues video games to draw people into
and have their photos taken ltS exhibit, illustrating the compa-
aboard an F-22 simulator similar ny's reputation as an entertain-
to that used in the film "Top ment underwriter K&K is a man-
Gun," shot at the nearby Miramar aging general agent for TIG Insur-
Naval Air Station CCN's booth, ance Group of Dallas

=41

designed specifically for the San .

-

Everything that we do is what
Diego RIMS conference, used we call programs," explained 4

stealth fighter illustrations to Todd W Bixler, executive vp and .

show how the company "defends chief operating officer for the Fort
against risk Wayne, Ind -based MGA

"We've been returning inlured "So everything all through here )•

workers back to the lob safely and lS all the different programs, or the
-

effectively for more than a different types of business we
decade," boasted Terry A Merry- write," he said, motioning to the 1 5 .24

man, communications manager for free-standing electronic gaming · . }f"it,
San Diego-based CCN equipment around him

Early in the week, CCN also While in the past, most of the 4

hosted a hospitality event at Mira- entertainment-related risks that , 4<' ,
mar, the birthplace of "Top Gun" K&K wrote were on a surplus
and a current training site for both lines basis, today's soft market is
Navy and Marine fighter making it possible for the MGA to
squadrons provide coverage on a mostly ad- -

Zurich Insurance Group also mitted basis, according to Mr
used the theme "Top Gun" for its Bixler
booth "K&K started going admitted

Liberty Mutual Group's booth about 15 years ago," he said "We
offered RIMS attendees the chance kind of led the way to going ad- A- \'Nt'!R»
to take rides on a flight simulator mitted, and now most of our com-

Gr' ' ' -::
4

into Disneyland's updated "To- petition has followed "
morrowland," which is under con- To illustrate its proactive ap-
struction at the Anaheim, Calif, proach to health and safety, #A $38 :

/8. !:5-
theme park Kaiser on the Job, a division of the

--

The purpose of the exhibit was nation's largest health mainte- JI Z

threefold, according to John F nance organization based in Oak-
A-

Ryan, vp-commercial marketing in land, Calif, attracted risk man- 4

the insurer's Boston headquarters agers to ltS booth with fruit --

The Risk Management Future smoothies *5

is Now' is our theme," he ex- Once there, risk managers who
plained "We wanted to have discussed workers compensation
something that would play that medical treatment management t

theme out, and a quality company and loss control services were giv- ff
like Walt Disney certainly has en plastic rulers about the size of I

been defining the future for a long computer keyboard templates as a
time " sample of the kind of services aill> 17'983/,09/0 u . ./ ..

"And at Liberty, we do the same Kaiser provides One side of the Remnims 0/Omle (!D (RE) · •
' 1,

thing We're building leading-edge rulers illustrated exercises to per- r;ra:t=0tiIIJ 611131:16•11*I•m,. 11$- D i e ••
products, whether it'S financial form while sitting in an office
products, insurance products, ser- chair, and the flip side concentrat-

I 11#6 *DES
..

vice products," he said ed on hand motions to prevent 02 #7/8§ FoldePGGIb ah/hach . ..

Lastly, "we wanted to create a such keyboard-related injuries as "

little excitement," he said carpal tunnel syndrome 8 811291IO{BEllnEW(iD
The ride also encouraged atten- Several other exhibits also fo- (anUtireSD 9/ID ..

dees to spend more time at the cused on ergonomics and workers 'J»4 , @RiEFIEIDRIT® ®S ·· . .
Liberty booth, according to Mr compensation loss control h;

Ryan "We are used a great deal in 911 S : 1,

"People stop by, they spend a centers for 24-hour use because ... a:'
9

little longer with us because they our chairs change shape to fit the
d; 5

have things to do As serious as in- See Exhibits on next page lili 1 -
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Exhibits
Continued from previous page
smallest person up to the largest per-
son, both in height and width," ex-
plained Al Campbell, sales represen-
tative for Hillsboro, Ore.-based
Reimers Furniture, a first-time ex-

hibitor at this year's RIMS,
The chairs, with prices that start at

$700, can be adapted for the needs of
people who have already hurt them-
selves in the workplace, according to
Mr. Campbell, who himself was prac-
ticing ergonomics by sitting in one of
the Reimers chairs while wearing a
headset to take calls on his cellular

phone.
Reimers' chairs are "used a lot in

back-to-work claims, because our
chairs will conform to a really firm
lumbar or a soft lumbar, depending
on what the ergonomist prescribes,"
he said. Some of the chairs have arms

that convert into computer wrist rests,
he added.

"We're here basically to provide
some sort of assurance that people can
still go back to work and feel comfort-
able," he explained.

In fact, the use of Reimers chairs
has helped to reduce workers com-
pensation costs for several major em-
ployers, all of whom he said have pro-
vided testimonials to help the firm sell
more chairs.

The Reimers exhibit also featured

adjustable-range tables that can be
set from as low as 25 inches to as tall

as 37 inches in a matter of seconds

with just the turn of a handle. Both
the fabric and veneer of the chairs and

tables can be customized to match

any office decor, Mr. Campbell said.
While ergonomics has caught on

only in recent years, Reimers has been
in the ergonomic chair-making busi-
ness for 21 years, according to Mr.
Campbell. "We were making good er-
gonomic chairs before we knew what
we wete making," he said.

Another first-time RIMS exhibitor

distributed free demonstration disks

containing a computer screen saver
that encourages users to stretch while
working. The software, called Cyber-
Stretch, was developed by the dance-
fitness organization Jazzercise for
'busy people working on a computer
all day," explained Bill Becker, an er-
gonomic software consultant based in
San Diego.

The software, which can be used as

a screen saver or run as a separate
program, contains timed stretches
emphasizing posture and fitness for
26 parts of the body, such as the neck
or the back.

CyberStretch retails for $70 for a
single-use license. Mr. Becker is hop-
ing those who accepted the software
for the 30-day trial period will take
advantage of the discounted multiuse
pricing that the Carlsbad, Calif.-
based Jazzercise has offered to RIMS

attendees. Those who missed the

free trial CD can download a 30-day
trial version over the Internet at

http://www.cyberstretch.com.
Investigative Options Inc., a new

company spun off from Chicago-
based CNA Insurance Co., used this
year's RIMS conference to begin mar-

keting its anti-fraud services on a
stand-alone basis.

Most workers comp insurers-par-
ticularly those in California, where it's
required-offer fraud detection ser-
vices through their special investiga-
tive units.

But Michael Minella, vp and chief
operating officer of Investigative Op-
tions and an assistant vp of CNA, ex-
plained, "We're basically marketing
our services outside of CNA" to self-

insurers and others who may be inter-
ested. The firm was incorporated in
July 1997, "because of client demand.
We had a number of existing CNA
clients who were self-insured, and
they asked us to do investigative work

for them," he ex:lained."In order to
do so, we had to become an investiga-
tive agency and license ourself in all
50 states."

So far, Investigative Options is li-
censed in all but 10 states and will

have licenses in those siates by year-
end, according to Mr. Minella. Even
though Investigative Options is a sep-
arate unit, it uses CNA's staff of 165
investigators to extend its reach
across the county, he said.

"It could be a work comp claim we
could be investigating on behalf of our

client's insureds if they feel they're be-
ing victimized, say, in a staged acci-
dent. It could be anybody," he said.
"We work the health side; we could

work property/casualty."
Third-party administrator Undsey

Morden Claim Services Inc., based in
Toronto, expanded its booth this year
by about one-third to reflect the com-
pany's growth in recent years. The

' «*F

colorful display featured a collage of
photographs of famous North Ameri-
can landmarks, including the Golden
Gate Br_dge and the Statue of Liber-
ty, to illustrate tha'. "we've linked
North America together with the US.
and the Canadian operation," ex-
plained Russ Slocum, vp-U.S. opera-
tions from Lindsey Mord€n's Engle-
wood, Colo., office.

Lindsey Morden offered this year s
conference attendees a chance to try
out its online claims administration

system. The system save::ime be-
cause Lindsey Morden clients with
the system at their work sites car- ob-
tain loss nins themselves, Mr. Slocum
explained.

"We've got a very user-friEndly sys-
tem that s Windows-based. We put
our systems in our client offices, and
they have direct access to their files,'
he said.

Or, in some cases, client employers.

0 4,4
TOP*G

TOP*GUN

PHOTO: MICHAEL MARCOTTE

" Top Gun" was the theme of Zurich Insurance Group's booth in San
Dlego at the annual RIMS conference and exhibition.

can go entirely paperless and down-
1•}ad the loss run information directly
cnto their own risk management in-
firmation systems, he added. "That
benefits us because we're not printing,

we're not killing trees, and we're not
doing all that mailing," he said."And
we think it's a value-added for the

customer because they can be online
whenever they want to." [a]

l

I 14.

A

la-

'2* ,

t 44; _ n

4

GA

1



Full disclosure smoothes claims process
By EDWIN UNSWORTH

SAN DIEGO-A risk manager is
better off disclosing too much than
too little to an insurer if he or she is to

avoid surprises and disappointments
after filing claims.

That was the message from speak-
ers at a session during the recent Risk
& Insurance Management Society
Inc. annual conference in San Diego.

"I'm extremely forthright with our
carrier. It beats the alternative of

having a claim denied," said Karl
Zimmel, risk and insurance manager
for Ace Hardware Corp. of Oak
Brook, Ill.

He advised risk managers to make
sure that all important features of
coverage are clearly expressed in

-Z

writing and that the company has
held back no relevant information

from the insurer.

Communication is important, too.
Before a loss, ensure that everyone in
the company knows that they must
forward loss information to the risk

manager. After a loss, report to insur-
ers, apprise officers, the company's
board, and, if necessary, its share-
holders. Give clear written instruc-

tions to the field adjuster, and make
it clear when you expect any status
reports, Mr. Zimmel said.

An important variable that may
lead to surprises in any insurance
claim is the adjuster. Skills, experi-
ence and attitudes of adjusters vary
greatly, said Mr. Zimmel, and some
like to impress their superiors with

f-

the amount of money they save the
company through finding reasons to
turn down claims.

Should an adjuster reject a claim,
check to see if the specific wording of
his or her report accurately reflects
the policy, any possible endorsements

Ji:.··Rf. fivaic:, 1-=nn.,
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and the circumstances. Also check

whether the policy wording correctly
reflects the underwriting intent and
agreements, Mr. Zimmel added.

He warned that a common reason

for surprises in claims outcomes is
the different interpretations of cover-
age and of the law applicable to each

./*i

specific instance. This can be partic-
ularly true in cases of directors and
officers liability insurance, because
"there are a lot of misconceptions
among company directors" about
their coverage. "I do a lot of educat-
ing of our board members," Mr. Zim-
mel said.

Richard Schmidt, risk manager for
minois Tool Works Inc. of Glenview,
Ill,, said the way a company sets up
its risk management programs can
make a tremendous difference to the

claims response both within the com-
pany and from its insurers.

He advised risk managers to think
of each insurer as two companies: the
underwriting company, where you
know the people and everything
tends to be positive, and the claims
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company, where you may not know
the people and many aspects seem
negative and possibly adversarial.

As session moderator, Mr. Schmidt

initiated discussions by advising risk
managers how to reduce the risks of
such surprises. He suggested using a
dedicated claims unit to reduce the

need for continuously re-educating
claims offices and to improve coordi-
nation. Mr. Schmidt said it is also im-

portant to use mutually drafted
claims service agreements to estab-
lish servicing parameters and to
avoid polarization between the insur-
er and policyholder. He also advised
getting to know the top officers of the
insurers from the start; they could be
useful when there is a problem, he
said.

David Shadle, vp-claims consult-
ing for Near North Insurance Bro-
kerage Inc. of Chicago, advised that
the risk manager establish a clear un-
derstanding of claims handling with
all insurers. Claims-handling agree-
ments should specify what authority
levels are granted to adjusters and
who must be contacted for higher
levels of authority; how denials and
reservations of rights are handled;
the claims-handling chain of author-
ity; the servicing standards required
by the risk manager; how servicing is
reviewed or audited; and who can be
contacted if servicing is unacceptable
or problems arise.

Mr. Shadle also emphasized the
importance of giving insurers timely
notice of any losses and of having a
clear definition in the insurance con-

tract of any time frame for making
claims. He suggested that policyhold-
ers protect themselves from allega-
tions of prejudicing the rights of the
insurer by amending the notice-of-
loss wording of the contract to "as
soon as practical once received by the
risk manager."

Risk managers should keep copies
of all submissions and proposals, as
well as clear notes of meetings where
operations and exposures are dis-
cussed with underwriters and bro-

kers, Mr. Shadle warned. Should a

claim go to court, these documents
can be helpfulin showing that under-
writers were aware of operations and
exposures.

He advised risk managers to be
wary if an insurer reserves the right
to deny coverage in regard to inten-
tional acts, as an intentional act
might not necessarily have been one
meant to cause harm The risk man-

ager also needs to find out whether
punitive damages are covered, as
some states do not allow insurance

for them, and to determine the insur-
er's environmental pollution exclu-
sions.

If the insurer denies a claim or is-

sues a reservation of rights, Mr. Sha-
dle said to be sure, above all, to re-
spond to the denial of the claim, stat-
ing in writing the facts applicable to
the situation. If you don't, "addition-
al claims could be grouped as one oc-
currence, and precedence could be
established that would be harmful to

your corporation's position," he
warned.

In the case of a denial, the risk
manager must leave no stone un-

added Mr. Shadle. If this happens, he
or she should meet with the adjuster
and the adjuster's supervisor or
branch manager; talk with top-level
underwriters and claims officers; and
seek the broker's intervention, whose
rapport with the insurer and "eco-
nomic buying power" can influence
the insurer in favor of the risk man-

ager's company. If all else fails, bring
in a powerful law firm with insur-
ance expertise and sue, concluded
Mr. Shadle.

Ben Schull, senior vp, national ac-
counts of Near North Insurance Bro-

kerage Inc. of Chicago, was coor(lina-
tor of the session.
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Contingent coverage poses challenges
By RODD ZOLKOS

SAN I)IEGO-Contingent business
interruption coverage could be essen-
tial for companies that rely heavily on
a limited number of suppliers or pur-
chasers for their products, though set-

tling such claims often is time-con-
suming and complex.

'Be careful what you're getting
into, because it can be like trying to
catch a very large fish," said Daniel T.
Torpey, manager-insurance claims at
Coopers & Lybrand L.L.P. in Dallas
and coordinator of a panel on contin-
gent business interruption claims at
the recent annual conference of the

Risk & Insurance Management Soci-
ety Inc. in San Diego.

"If you don't control it at the begin-
ning, it can get away from you." Mr.
Toipey warned.

"You never think it will take as long
as it actually does," said Sandra L.
Calvert, manager-insurance at Ima-
tion Corp. in Minneapolis and the ses-
sion moderator.

John Michnya. a vp at J&H Marsh

& MeLennan Inc. in Ios Angeles, not-
ed that contingent business interrup-
tion coverage applies to the loss of
revenue to a business when its opei·a
tions are suspended due to covered
perils at premises it does not own, op-
erate or control, such as the property
of a key supplier or customer.

Any business that would be
brought to a halt if an insured peril
shut down a key supplier, customer or

even a nearby business that attracted
customers, or businesses relying ()n
just-in-time inventory control pro-
grams or production strategies that
increase reliance on key dependent

properties, needs contingent business
interruption coverage, Mr. Michnya
said.

"What we're talking about is if your
company relies heavily on product
coming in from a supplier. . .so that if
they're down you're really going to
have a problem/' Mr. Torpey said.
"And also customers; if you sell to
only one or two key customers, what
happens if they go down?"

Contingent business interiuption
coverage does not cover physical
damage or business interruption at
your own property: utility service in-
terruption or losses from an off-
premises power interruption; civil or
military authority interruption: or
ingress 01· egress interruption, Mr.
Michnya said.

It also does not apply to down-
stream business interruption. when a
loss at one owned facility causes a loss
at another owned facility.

Mi·. Michnya noted that among the
details of the Insurance Services Of-

fice Inc.'s coverage form are require-
ments that the loss must be caused by
a peril named in the p(,licyholder's
contingent business intenuption poll-
cy, not the dependent location's poli-
cy, and the loss at the dependent
property must cause the policyhold-
or's company to suffer a loss of busi-
ness Income.

Also, the policyholder's company is
required to attempt to influence the
property it depends on to use alterna-
tive machinery, supplies or other loca-
tions to minimize the loss.

"That can be difficult sometimes

when the guy says he wants to do
changes," Mr. Michnya said. "The in-
surance company is trying to mitigate
its loss, and they're looking to you to
try to mitigate your loss.'

And contingent business interrup-
tion coverage applies for the time it
takes the dependent company to re-
pair, replace or rebuild the damaged
facilities. not time it lakes to make al-

terations or modifications or cleanup
pollutants. "It does not cover the peri-
od of time when the guy wants to up-

grade his plant," Mr. Mi211nya said.
There can be severa_ obstacles to

sett.ing a loss, he said, among them
proving there was an actual loss and
the extent to which that loss rpsulted

frorn interruption at the dependent

properly, and proving sales losses
were not the result of some general
downturn in demand for the policy-
holder's produc..

"You have to Frove to the company
that you had a loss and it is ecnipens-
able under the policy," Mr. Michnya
said. "The burden of proof is on the

insured.'

Given those requirements, docu-
menting the claim is imporant, MIr.
Torpey said. "You want to make sure
you have some sort of deser_ption cf
what's in there, what's in the claim."

"It's ne longer looking at what s
happenng with your comlgany in this
period of zime. Now you have 20 100 K

at the market," he said. "Ifs going to
be more voluminous than a normal

business interruptic,n claim.'
It's also important to document set-

tlement discussions with ad us:ers,
Ms. Calvert said. Because of the

length of time it can take to resolve a
continfent business interrupticn
claim thi adjuster who started on the
claim might leave or be replazed be-
fore it's finallv settled.

The policytolder alsc should work
tc maintain a good irlationship with
the insurance comN any throughout
the process, said Mr. l'orpey.

The risk managerals 3 needs to get
information early and communicate it

tc the insurer to prevent any surprises
later.

"It's really importan: that you put
t,_·gether some sort of number or pIT-
sumption to give some sol·t of inagni-
tude of the loss to the insurance can·i-

er," Mr. Michnya said even though
that estimate is prel minary and later
rnight be adjusted upward by as much
as 20% or 30%.

Mr. Michr:ya suggested that bro-

kers, the company's legal department
and other local risk managers all can
be resources in sorting out a contin-

gent business inten-uption situation.
Legal, for example, can check con-

tracts with suppliers, he said, "Therr
could be contracts with your suppliers
that specifically state 'This is what
we're going to do in the event of a
force majeure or some other type of
inteiruption of service.

Adjusters who may have worked on
similar claims als( might be aware of
someone else in the marketplace who
can supply needed products or mate-
rials.

In particularly complex claims sit-
uations, outside consultants could
prove very beneficial, Ms. Calvert
said.

"If vou have the mother of all

claims, don't try to run it yourself,"
she said, suggesting risk managers
seek consultants' help in those situa-

tions. "I think you'll be much happier,
and your adjuster will be much hap-
pier as well" [al



PEOs don't eliminate employer's risks
By JOANNE WOJCIK

SAN DIEGO-Significant busi-
ness risks remain for companies that
lease employees from professional
employer organizations, experts
warn.

Theoretically, the use of a PEO
transfers responsibility for adminis-
trative functions such as benefits,
payroll, workers compensation and
compliance with a myriad of state
and federal workplace regulations,
according to Bernard E. Kottage, se-

1 nior vp of risk control consulting for
J&H Marsh & MeLennan Inc. in Los

Angeles.
However, the client employer

could be sued outside workers com-

pensation if a leased employee is in-

jured at its worksite, he pointed out.
The client employer also could be

held liable for any wages, Social Se-
curity taxes and unemployment tax-
es withheld from the leased employ-
ee's pay if the PEO goes bankrupt,
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Mr. Kottage added. Furthermore,
the client employer could be liable
for unfunded or underfunded pen-
sion benefits if the PEO hasn't prop-
erly funded the employee's plan.

"Conceptually, the client compa-
ny should look at risk from the per-
spective of being a de facto employ-

er and und€rstand their vulnerabili-

ty and put in place those risk reduc-
tion steps that would effectively ad-
dress that residual liability," Mr.
Kottage adtised

He discu=ed the advantages and
pitfalls of employee leasing in a ses-
sion during the Risk & Insurance
Management Society Inc.'s recent
annual confprence in San Diego.

Employee leasing firms, more
commonly called PEOs, usually ap-
peal to small and midsize employers
that find it more cost-effective to

contract out their human resource

functions than to hire in-house staff,

explained Christina Harris, senior
vp in charge, of regulatory affairs
and compliance for NovaCare Em-
ployee Service Inc., a PEO based in

GA

King of Prussia, Pa.
With anestimated annual growth

rate of 30%, PEOs are expected to
employ more than 10 million people
by the year 2000, she said.

Unlike temporary help firms,
PEOs are not labor suppliers in the
sense of recruiting, screening and
training workers, Ms. Harris point-
ed out. Rather, a PEO essentially
hires all of a company's employees
and then leases thern back to the

employer for a service fee based on
payroll costs and other expenses.

When PEOs contract with client

employers. 'theyagree to take onre-
sponsibilitfes for payroll, workers
compensation and the provision of
all mandatory benefits, including
Social Security and Medicare," Ms.
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Harris explained. "In addition, they
take on responsibility for safety and
human resources, and there may be
additional benefits that are provid-
ed beyond that."

"What we have is a division of em-

ployer responsibility," she observed.
"Now there are two employers at
that worksite working with those
employees·."

Each party accepts certain Le-
sponsibilities; the client organiza-
tion is responsible for the business
profit-producing functions, while
the PEO is responsible for the man-
power. By being able to delegate re-
sponsibility for human resource ad-
ministration to the PEO, "it has
freed up time for the business owner
to focus on revenue-producing ac-
tivities," Ms. Harris explained.

At the same time, employees gain
access to richer benefits than might
otherwise be available, because
many employers using PEOs are
generally small mom-and-pop oper-
ations, she pointed out. "PEOs are
able to aggregate all of their small
employers together," and they often
get better rates on workers compen-
sation and health insurance, Ms.
Harris said.

But while employers that lease
their employees save money on ben-
efit costs, they may find that using a
PEO exposes them to new risks, she
acknowledged.

For example, Ms. Harris asked.
"where does the liability rest when
an employee causes injury to a third
party? Is it the PEO's liability or is it
the client's liability? And who's gen-
eral liability policy should re-
spond?"

"That's an important issue that
hasn't yet been clarified" by the
courts or legislation, according to
Ms. Harris.

Another issue to consider is

whether the PEO's employment
practices liability insurance policy
extends to the client employer, she
said.

Also, risk managers should make
sure there are no other gaps in cov-
erages, she said.

"As a risk manager working for a
company that uses PEO services,
you want to be very sure you know
where coverage begins and where
coverage ends," Ms. Harris asserted.

For example, in workers compen-
sation, she said, "In some states, like

Florida, the PEO is the master poli-
cyholder under which all of its em-
ployees at its clients' worksites are
covered."

"In the state of New Jersey, it is a
'multiple coordinated policy state'
where three policies have to be is-
sued," Ms. Harris explained. "You
have a policy issued to the PEO to
cover its corporate staff; the client's
business has to have a policy to cov-
er the workers at its worksite; and
then there needs to be a minimum

premium policy to cover the inde-
pendent subcontractor exposure,"

To ensure adequate risk transfer,
Mr. Kottage advised risk managers
to ascertain "how much control you
will be giving up."

In addition, "verify that the insur-
ance provided by the leasing compa-
ny includes employee bonding,
workers compensation, general lia-
bility, professional liability, various
fiduciary responsibility coverages"
he said.

"These legal liabilities can be
complex, so it's very important that
these are reviewed with the broker

and insurance carrier," as well as by
legal counsel, Mr. Kottage said. He
also advised employers to "verify by
use of a CPA that the leasing com-
pany has made all of its withholding
payments" as required by law.

Jeffrey Rendel, director of risk
services for Staff Leasing, a PEO in
Bradenton, Fla., moderated the ses-
mon.
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Confession key to harassment probe
By SALLY ROBERTS

SAN DIEGO--Confession is con-

sidered good for one's soul. In a sexu-
al harassment complaint, confession
is good for an employer's bottom line,
an attorney contends.

"It's always good to have a confes-
sion on the record, because when you
have complaints of sexual harass-
ment, so much of it is he said/she
said," noted Alan Reiner, director4a-
bor employment law for the Fleming
Cos. Inc. in Oklahoma City, Okla.

By having a confession on the
record, employers have a better
chance of dealing with the issue be-
fore they are sued, he added.

During a session of the Risk & In-
surance Management Society Inc.'s

recent annual conference in San

Diego, he discussed ways risk man-
agers should investigate allegations of
sexual harassment and how they can
extract confessions from harassers.

9/4
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Mr. Reiner said that, first and fore-

most, a company's zero-tolerancepol-
icy must detail the procedures for re-
porting incidents of sexual harass-
ment.

He emphasized that a company
should appoint one person as the con-
tact to whom employees report sexual
harassment grievances.

That person should be a woman,

"because 99% of the time" the victim

of sexual harassment is a woman, he

said. And, most importantly, that per-
son shculd be someone employees
trust ani who has the authority to in-
vestigate allegations. The investigator,
who is the most important person in
the investigation, "needs to be seen as
the one who can make things hap-
pen," Air. Reiner said. "If you leave
here with nothing else, pick the right
person. '

Mr. Reiner suggests that the first
thing to do when someone comes
through the door alleging sexual ha-
rassment is to "search for a hidden

agenda."
"Everybody that comes through

your office is not a victim," he said.
Some people will be just disgruntled

In today's global new world, opportunity is limited only by imagination. That's why ERC
specializes in creating individual approaches to custom reinsurance programs. Unique
solutions to help you pioneer new business adventures anytime, anywhere, anyway.
Ws a world of risks. Be prepared.

Employers Reinsurance Corporation • www.emgroup.com • 800 255-6931

employees or people with problems at
home. Whatever the case is, "you need
to find out why they are there," he
said.

He advised attendees to trust their

instincts on whether someone is

telling the truth or not. "You can
make a decision based on the investi-

gation. You'll know if someone is ly-
ing:o you. Don't get caught up in the
legal mumbo jumbo of'Can we prove
it?'"

However, to ascertain whether the

alleged victim is lying, Mr. Reiner
gave several tips to attendees. Most
answers from truth-tellers are direct

and spontaneous, he said.
If the investigator accuses the vic-

tim of lying and the victim is not,
"they start out getting pretty quiet

A GE Capital Services Company

ERC
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and they get realloud in the end."
Liars, on the other hand, will give

more deceptive responses and say
things like, 'I'd like to talk to you
right now, but I'm busy." Deceptive
responses are soft, he said.

Also, lians tend to have "interesting
memories," he said. "They either go
completely brain dead and can't re-
member anything or they remember
things absolutely to the moment the
second hand sweeps past 12."

Another thing liars will do is repeat
the questions they are asked, Mr.
Reiner said. He added that liars also

will typically "swear a lot to God."
Mr. Reiner also emphasized that

records must be made of every alleged
incident. "Many human resource peo-
ple don't keep records. If someone
comes in and complains, put it on
record.. .always."

After a grievance is made, the in-
vestigator must find out about the al-
leged incident. "Know what you're
looking for," Mr. Reiner said.

In addition, Mr. Reiner said the in-

vestigator must guarantee the victim
she "will close the loop." This means
that after an employee comes to com-
plain, the investigator will go back to
the person and say, "Look, I've done
an investigation, I've checked all of
this, I have all these facts, and this is
what's going to happen."

"If the loop doesn't get closed,
you're going to get stomped," he said.
"She'll find someone who willlisten to

her story. If you're not going to listen
to it, there's always an attorney down
the street who willlisten."

After hearing and documenting the
victim's complaint, the investigator
should question the suspect. There is
certain body language that generally
gives away lying suspects, he contin-
ued.

For example, guilty suspects will
"look for answers on the ceiling," Mr.
Reiner said. And many will begin to
pick invisible "dust bunnies" off their
pants. "Lying takes a lot of work," he
said. "They need time to think."

Guilty suspects also tend to make
similar objections to questions that
don't actually respond to the question
being asked, Mr. Reiner said.

For example, if a suspect is con-
fronted and asked if he harassed the

victim, a guilty person might respond
by saying, "But I'm a married man!"
or make religious excuses, he said.

To extract the confession, Mr. Rein-
er said it is very important to keep
talking, apply pressure, and help the
suspect through the process toward
confession.

"Sometimes you have to make a
deal with the devil," Mr. Reiner said.
This means taking the stress off the
suspect by telling him: "I understand.
I might have done the same thing. I
know you're not that kind of guy.
Maybe you had too much to drink."

Typically, the suspect is worried
about losing his job if he confesses.
"By telling him;The most important
thing here is your job. Let's get this
thing behind us,' you've said nothing
and promised nothing," Mr. Reiner
said.

Another good tactic to use is to tell
the suspect: "You'll feel better; she'll
feel better. She just wants an apolo-
gy," he said. This method makes the
suspect feel as though he is merely
giving the woman an apology, when it
is actually a confession, he said.

Timing also is crucial in investigat-
ing a claim. "The best time to start the
case is the day it comes through the
door," Mr. Reiner said.

Put some arne constraints on the in-

vestigation, Mr. Reiner said. The be-
ginning of the process is listening to
the employee's complaint, the middle
part is the investigation, and the end
is achieving closure to the allegations
and communicating that to the victim.

Linda Cartwright, manager-health
services at Flerning Cos., coordinated
and moderated the session.
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Poor relations with media can spell bad news
By MICHAEL PRINCE

SAN DIEGO-By preparing in
advance for dealing with the media,
especially in times of crisis, comp:-
nies can avoid potential public re-
lations disasters.

If handled properly, news cover-
age after a disaster doesn't mean
automatic bad news br a company.
Rather, by having a media relations
plan and executing i. with trained

personnel, a company can effective-
ly manage a crisis.

"The media can be your best
friend if you have a well-thought-
out media strategy," said Millicent
Worknnan, risk manager for

Mueller Industries Inc. in Memphis,
Tenn. She said that cultivating a
good relationship with the press is
important. Not only might this lead
to positive stories about your com-
pany when it is doing well but it
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also can build credibility with the
media should a crisis develop.
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she said: "If the media think there
is a story...there is a story." As a
result, dodging the press or issuing
vacu)us press releases can cause

more harm than good, she advised.
If you lie to the press, "then you

just set a time bomb ticking," Ms.
Workman said during a session at
the recent Risk & Insurance Man-

agement Society Inc. annual con-
ference in San Diego.

Not talking to the press could be
just as bad for a company, she
warned. "If you won't talk to them,
they will talk to someone who will,"
Ms. Workman said. Often this unof-
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ficial company "spokesperson" will
relay inaccurate information or
give the public a bad impression of
the company, she said.

"A company's image can be taint-
ed virtually overnight," she said.

Having a trained staff well-
versed in the company's media plan
will help reduce communication
problems during a crisis, she said.
As part of that plan, one person
should be designated as spokesper-
son, and all media calls should be
directed to that person.

The spokesperson should repeat-
edly emphasize the message to be
communicated. This will help to en-
sure that the company's response is
consistent when it appears in the
various media outlets covering the
event.

Sometimes public perception is
more important than fact. Even
when an mishap such as a fire or
other occurrence at a company fa-
cility is relatively minor, if the pub-
lie perceives it as important or haz-
ardous, that perception will pre-
dominate.

"How you portray the story. .
will determine what the public be-
lieves happened," she said.

Lawyers generally want to inter-
vene in a crisis and attempt to limit
liability by restricting what infor-
mation gets released to the public,
Ms. Workman noted. This can set

up a confrontation between the
lawyers and those who want to re-
veal more information. But she

warned that this dispute shouldn't
be resolved in the midst of a crisis;
having the company's stance
worked out in advance is vital.

"You want to fight this battle be-
fore the war," she said.

Finally, Ms. Workman admon-
ished the audience to never say "no
comment" in response to media
queries. This will just make it seem
that the company is hiding some-
thing, she said.

John Hughes, director of risk
management for Alex Lee Inc. in
Hickory, N.C., moderated the ses-
sion.

Catherine Bennett of Cost Con-

trol Concepts Inc. in Goodlettsville,
Tenn., was the session coordinator.

Kathryn J. Mcintyre, publisher
and editorial director of Business

Insurance in Chicago, also spoke at
the session. m
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in capital formation, risk management,

financial advisory services and a full

array of equity capabilities. All of which

enable our clients to enjoy a secure future.

To put our expertise to work for you,

call Cathy Dolan, Managing Director, at

(704) 374-4859.
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Advance plan key
in disasters: Panel
By MICHAEL BRADFORD

SAN DIEGO-There were plen-
ty of lessons for risk managers the
day a ship came shopping in New
Orleans.

One of the biggest was that it
pays to plan ahead for disasters.

Many of those lessons can be
used in planning for any type of
catastrophe, according to pan-
elists in a session at the recent

Risk & Insurance Management
Society Inc.'s annual conference
in San Diego. The panelists re-
called the damage when the M/V
Bright Field lost its ability to steer
and slammed into the New Or-

leans Riverwalk shopping area
Dec. 14, 1996 (BI, Dec. 23, 1996).

The "things you need to do to

fif di.,I<. 1 :*5rfiri#"lg

prepare, the things you need to do
to execute, are no different,"
whether a ship is involved or the
disaster is of another form, said
Steven W. Sachs, senior vp and
manager-risk management ser-
vices division at brokerage Hobbs
Group in Columbia, Md.

Mr. Sachs, who serves as the
outsourced risk manager for The
Rouse Co., the Columbia-based

owner of Riverwalk, used the New
Orleans incident as an example of
how disaster planning can help
restore a damaged area.

Despite the heavy damage to the
popular shopping area on the Mis-
sissippi River, 90% of Riverwalk
businesses were reopened in 40
days.

Assembling a quick-response
team ahead of time is essential in

disaster planning, Mr. Sachs
stressed.

The team in place for The Rouse
Co. is made up of Mr. Sachs; di-
rectors of maintenance, security
and corporate affairs; a construe-
tion vp; the human resources vp, if
needed; and a group vp with the
authority to "tell people what to
do," Mr. Sachs remarked.

"That team is really important,"
he said, because while local man-

agers likely are experiencing a
disaster for the first time, the cor-
porate team probably already has
faced similar challenges.

The local manager's job gener-
ally is to "take care of the peo-
ple," Mr. Sachs said. That means
communicating the extent of the
damage and the recovery process
to the tenants and, with the help
of corporate affairs, releasing the
details of the disaster to the pub-
lie.

"Our job is to get that building
back on line after we've dealt with

the life-safety issues," he added.
Much of that job depends on mak-
ing contacts with contractors, en-
gineers and suppliers of various
goods and services before a disas-
ter strikes.

The Riverwalk disaster oc-

curred just before a heavy tourist
season in New Orleans, Mr. Sachs
recalled. While The Rouse Co.

hoped to have the shops open by
the time the Sugar Bowl was
played at the New Orleans Super-
dome, it actually had to settle for
a slightly later reopening. Still,
much of the shopping area was re-
opened in time to capture tourist
dollars attracted by the Super
Bowl played in New Orleans in
January 1997, and in plenty of

tim€ for the crowds that arrived in

March for Mardi Gras.

An insurer on the p anel suggest-
ed that underwriters can help a
great deal when a disaster plan is
being drafted-

"Insurers can be a tremendous

source of injormation as you work
your way through the planning
process," :aid Stephen M. Rogers,
senior vp with HS3 Industrial
Risk Insurers in Hartford, Conn.

HSE Indus=rial Risk Insurers is

a joint underwriting association
that wr_tes highly protected risk
property insurance for Fortune

Cy:tinued on next page
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Accept the
Challenge

ssss=*4 A quest for excellence. A challenge to ourselves.
*. 7*e -k The goal...creative. intelligent and responsive

4/p*' 2,R service for our clients. We've accepted the chal-
Mi42011 32 \13 B lenge for almost 60 years. And now we invite
k_ :4 '' ,6, you to play The CRC Challenge Cup. Perhaps-La - -

LAIRN&,9, you'll learn something about Constitution Re as
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CHALLENGE you play. Maybe you'll discover how much

more you really should know To find out, call

CUP today. 212-225-1000.
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What percentage of our clients
has been with Constitution Re

for more than a decade?

20%

47%

62%

When did Hurricane Bob cause

an estimated insured loss of

$620,000,000 in the Northeast?
1989

1990

19910
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What was the estimated

number of motor vehicle

accidents in 1996?

35 million

22 million

18 million
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Rank these states in order of

highest to lowest workers

compensation payments made.

Pennsylvania
California

New York

S

tion

Consti on Re
www.constitution.com
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AM. Best Rating: A+
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Continued from previous page
1,000 companies.

Formerly named Industrial Risk
Insurers, the association was ae-

quired by Employers Reinsurance
Corp. earlier this year, with 0.5%
held by Hartford Steam Boiler In-
spection & Insurance Co. (BI, Dec.
22, 1997).

"Keep in mind that you are
identifying risk, evaluating expo-
sures and then planning your re-
sponse," Mr. Rogers said.

Insurers have plenty of informa-
tion to help with that process, he
said. "For instance, in my compa-
ny we inspect every location that
we insure above a certain dollar

amount, and we collect a tremen-
dous amount of information on

each of those risks."

That information can describe

the building's construction, ten-
ants, fire prevention techniques
and other details that could be

used to begin planning a response
to a disaster that could strike the

facility, Mr. Rogers noted.
In addition, he pointed out, in-

surers generally are willing to
share information they have gath-
ered regarding natural catastro-
phe exposures throughout the
world.

'1 strongly recommend
that...you preplan for
the claim,' says Stephen
M. Rogers of HSB
Industrial Risk Insurers.

"There's a lot of information

that we gather just as a natural,
inherent part of our business that
maybe is a resource you could tap
into as you take a look at your own
individual exposures," he told risk
managers.

Some insurers also can offer risk

managers training that could help
control a disaster, Mr. Rogers said.
Training is a key component in
successfully implementing a plan,
he added.

HSB Industrial Risk Insurers of-

fers training, for example, in how
to use fire protection equipment,
Mr. Rogers said.

Preplanning also can help when
the time comes to file claims, he
noted. "I strongly recommend
that, just like any other compo-
nent of the disaster recovery plan,
you preplan for the claim. Make it
a natural part of your overall re-
covery plan."

He encouraged risk managers to
"establish relationships with the
people who will be handling th€
claim" before a loss occurs. "A cri-

sis just is not the time" to be forg-
ing good relationships with people
who will handle claims, Mr.
Rogers suggested. "It may happen,
but it's just much better to meet
your adjuster ahead of time."

gested that risk managers prepare
for some surprises when third-
party claims begin to come in afteI
a disaster.

From the number of claims that

were filed after the Riverwalk in-

cident, it appeared "half of New
Orleans was there" when the ship
hit, Mr. Sachs said.

And they all wore Rolex watch-
es that, incredibly, "shook off"
and vanished when the Bright
Field rammed the Riverwalk, he

recalled. "We also found it very
curious the number of laptops that
people were carrying on a Satur»
day."

Robert F. Sweeney, risk manag-
er with DFS Group Ltd. in San
Francisco, was the session moder-
ator. lEi
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Lawyers major change in policyholders' re- However, in a co-client relation-

lationships with defense attorneys ship, a delense attorne> with Infor- 4 -A zE
and insurers mation the insurer could use to

r-'

Conttnued from page 3 "Insurance companies for a cen- deny coverage to its Jolicyholder
volved in d afting the rule luz  have had a nght to dlrect a de- may have to w.thdraw from the 1ID.A --

Comment b of the 151/1-page sec- fense and settle claims," Mr case
tion states that an attorney's client Syverud told session attendzes "The question is, 'How do you
must consent to the conditions un- Wh.le insurers have abused the withdraw without flagging to the 1% r,4#hfl,< Ell,M[*j,
der which a third party, such as an system at times, the law has de- insirance company wtyi' " he ob-
insurer, reimburses the client's at- veloped remedies tor those atu- served "It's not easy, and often the /4
torney Those conditions include es," he said "Most of the time, the 11.dge directs the law ers to stay
how much control the thii d part> system has worked " on &
has over the direction of the case Mr Syverud, who supports S ec- AIr Syverud said he was more , 1

and any substantial risks those tion 215, said the restatement troibled by the first dic tt of the re-
t' .A'.» i.11: lip# a

conditions may create for the wol_ld prohibit lawyers from -01- sta:ement, because lt would have fl„
client lowing insurers' directions if that required insuiers to provide poli- -

The next part of the comment would increase policyholders' lia- cytolders a "gold-plated lawyer
'Rfi¢fl

3,=---5*Z I
states that policyholder clients im- bility beyond the r insurance lim- S -lch an attorney represents only *f f rfe

ltS the policyholder's interests and is

0/}Ad, LL 7(3»,/63=fl/1/1
ff

Mole important, the restatement not s.iblect to the control ot a co- a
PHOTO MICHAEL MARCOTTEwoild continue to bar law eis chent

l JGS*,1 0 * from divulging information about "It might be in the intele st of This trained cockatoo, along with other exotic birds, entertained visitors at
policyholders to their insurers he both the policyholder and insurer the Protection Mutual Insurance Co booth in the exhibit hall of the annual

plicitly give their consent for their said Conttnued 07 nert page Risk & Insurance Management Society Inc conference and exhibition
insurer-piovided attorneys to an-
swer to the policyholders' insurers
whenever the policyholders file
claim% for which "there appears to
be no substantial risk" that the in-

surer will deny coverage
The ALI is expected to approve

.the third restatement containing
that rule Ma> 12 the second day of
the group'6 75th annual meeting in
Washington

bS '-.

L

MI Anderson cited two reasons .

.

that insuleIs have advocated this

change now after they had pIovid-
ed a detense to policyholders under
the old rules foi neaily a century
"They don't like to pav lawyers,
and they don't like to pav claims,
he am ted

"But hometimes it's tough for in-
suier h to get the goods on policy- 'i I
holdeis (to successlully deny a R,

claim), 50 they want a little help 4 4'

The way they want it 19 to get a 5r 4, f
/

pipeline into the policyholders'
lawyers' oifices," he said 1

+ 7 * R

"This is a rotten, stinking, lousy
way for an insurance company to '115 E $, 1 ,- 1 , 1 24<

9 442 + 4
treat its policyholders," he said
"Third-party paye15 don't buy
their way into privileged inlorma
tion "

Under the proposed rule, insur-
ers "don't have to WOrly. about in-
vestigating an insurance claim, be-
cauSe a policyholder has to disclose r- -

to its defense attorney all of the
facts sunounding a claim 50 the at-

I'

toiney can prepare a defense At
r,

that point, "the lawyer can Iun to
the insurance company and say, I

t '/4'Here are 17 reasons to deny cover-
age,' " Mr Anderson said S /5.4

In addition, if the attoiney in-
7?L

fl, #,4,;#'*forms the insurer about the policy-
/

holder's expectations, or intentions
of a loss, then the policyholder's
defense coverage could be Jeopar-
dized, Mr Anderson said

21!.:
"This puts the defense lawyer in

a position of being a whitleblow-
er," he observed

'Would it have conne out at some a
1

time? Maybe yes, maybe no," ho
said "Those are quo„tions of de- r

1*l

gree and timing "
The biggest change the rule will

cleate is in the communication dy-
namics between policyholdei s and
their defense attorneys, according
to Mr Anderson "The client

should not have to worry about
who his lawyer iS talking to and
what he's telling them "

Mi Andei son also complained
that the insurance Indutry lobbied
the ALI for the rule instead ol

seeking policy woi ding changes
thiough the Insurance SCI vices Of-
fice Inc OI taking their idea to state
insuhince regulators tor considera-
tion

Insurers rejected those avenues I *-4

because they would have put the 1 1. 11
111-1

Issue "out in the public," he said 4-T ", "4, 4

MegA Syverud anct Morgan
said the i ule is not ominouf for pol-
icyholdeis and does not poitend a



Continued *om previow page
and cheaper if the lawyer repre-
sented both of their interests," he
said.

In such an arrangement, the
attorney would pursue only those

courses of action that would be

beneficial to both the policyholder
and the insurer, according to Mr.
Syverud.

Session moderator Cheri J.

Hawkins, retired assistant treasur-
er and director of insurance for

Weyerhaeuser Co., noted that 23
states have enacted statutes enti-

tling policyholders to independent
counsel when a conflict of interest

arises after an insurer issues a

reservation of rights to contest a
policyholder's claim.

Mr. Syverud responded that in-
dependent counsels, such as "gold-
plated lawyers," are not cost-free
for policyholders, because the costs

for both are reflected in insurance

premiums.
Mr. Syverud also is troubled by

the argument by some attorneys
that professional responsibility law
precludes them from taking on pol-
icyholders and insurers as co-
clients.

After the RIMS session, Mr.
Syverud also downplayed concerns
about the Section 215 language
that states policyholders implicitly
agree to a co-client relationship
with their insurers when filing
claims that insurers likely will not
challenge.

That language largely is moot be-
cause insurers issue reservation of

rights against so many claims, he
said.

"I would worry about a system
which says the insurer always is a
co-client," Mr. Syverud said.

Mr. Morgan, who worked on de-
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8 A Reporter Terry Marcotte of Business /nsurance's
·' 4* 1 RIMSTV interviews Philip J Grewar, left, the 1998

above, in the exhibit hall at the San Diego Conven-
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ib Risk Manager of the Year. Visitors to Bfs booth,

tion Center could stop to watch RIMSTV.
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Designing a risk management pro-
gram to maintain today's critical
operations requires diligence and
expertise. Protection Mutual helps
policyholders around the world
protect valuable equipment through
state-of-the-art engineering service
provided by the Factory Mutual
System.

Whether developing a preventive
maintenance program or assisting
with equipment testing to identify
loss exposures, Factory Mutual engi-
neers draw on the resources of the

world's leading loss prevention engi-
neering organization. Production
downtime and equipment repairs
are costly situations that Protection
Mutual policyholders can avoid
with the help of Factory Mutual
boiler and machinery specialists.

Should a loss occur, Protection
Mutual policyholders are supported
by superior insurance coverage
and engineering service to restore
equipment and eliminate expensive
downtime.

It comes down to one word.

Protection.

With physical and financial
protection, we will secure the
future of your business.

11 I

Part of the Factory Mutual System

300 South Northwest Highway
Park Ridge, Illinois 60068 708.825.4474

veloping the rule, said in an inter-
view that the rule does not change
the relationship among policyhold-
ers, their defense attorneys and
their insurers.

"It's an accurate reflection of

what the law is and has been for

some time. We're not trying to
change the law," he said.

Both he and Michael Greenwald,
a deputy director of the ALI, ac-
knowledged that the group had
held many discussions with insur-
ers about the rule. But they also
said that the ALI conducted a rule-

making process in which the group
has been open to comment for sev-
eral years.

RIMS opposed some earlier
drafts of the rule, but it supported
the rule's current draft last fall, ac-

'1 would worry about a
system which says the
insurer always is a co-
client,' says Kent D.
Syverud of Vanderbilt.

cording to Ms. Hawkins.
Mr. Morgan noted that insurers

are not entirely pleased with the
rule, either. They have expressed
disappointment that they would
have to obtain policyholder con-
sent in many situations before they
would be considered co-clients, he
said.

Policyholders will have to fight
the rule on a case-by-case basis,
Mr. Anderson said. When an insur-

er asks a judge to compel a policy-
holder defense attorney to treat the
insurer as a co-client, the policy-
holder attorney has to be "sharp"
enough to convince the judge he
should not abide by the ALI's rec-
ornmendations.

The ALI representatives said pol-
icyholders still have some time to
comment on the rule.

After this week's vote on the re-

statement, the membership would
not vote on it again unless substan-
tial changes are proposed during
the final editing process over the
next year, Mr. Greenwald said.

But the ALI still will accept com-
ments on the restatement, he said.

"Although it's very late in the
game, it's still an open process,"
Mr. Greenwald said.

James Fournier, director of in-
surance coverage projects for An-
derson, Kill, coordinated the ses-
sion.

.

Comments on the rule may be
sent to Professor Geoffrey C. Haz-
ard Jr., director Of the American
Law Institute, 4025 Chestnut St.,

Phitadetphia, Pa. 19104-3099.
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Violence threat demands attention: Speakem
By SALLY ROBERTS

SAN DIEGO-Ignoring the Fo_
tential risk of workplace violence
will only make employers mere sus-
ceptible to such acts, a security Ex-
pell: warns.

Despite more and more violent
acts occurring in the workplace :o-
day, most employers still do not
have proper procedures in place to
address workplace issues before
they result in violence, said Lou
Tyska, director of strategic partnar-
ing at Pinkerton Consulting & In-
vestigation Services in Hollis, N.H.

According to a 1998 survey of
Fortune 1,000 companies conduct-
ed by Pinkerton, workplace vio-
lence ranks as the second-highest

11
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security threat after employee theft.
In fact, "workplace violence ranked
as the No. 1 or No. 2 concern over

the last three years," Mr Tyska
said.

But a 1396 survey of 5,00C human
resource professionals conducted
by the Society for Human Resource
Management found that while
workplace violence was ci:ed as a
major priblem, more than 40% of
the respondents had no policy in
place on how to deal with incidems
in the workplace, had no crisis
management team in place, and
lacked zero-tolerance plans, Mr.
Tyska said.

"Yet these were the human re-

source professionals, and they sur-
veyed their own organizations, and

1 1

Windows Client/Server & DOS Software

those were the disappcinting re-
sults," he said. "It indicates that

there is an enormous amount of op-
portunity for a partnership to exist
between the risk management peo-

919'3(i)(B {iloctou£53
LAS/log/*3/aG

ple and human resource manage-
ment people and the security and
safety people of all those organiza-
tiors that don't have lat kind of

policy in place."
If these statistics are not alarming

enough, consider this: Fifteen peo-
ple are slain on the job every week,
and wcrkplace violence s the lead-
ing cause of death for women at

Customer Based Solutions*,1'
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desi*er reeds.

0fs why a com,t to service is
the foutl 6Sur*ill line of
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Disability Management • Healthcare Information Management
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work, Mr. Tyska said, citing statis-
ties from the U.S. Department of
Justice. One of six assaults happens
at work.

What is scary, Mr. Tyska said, is
"when you bring this to someone's
atter.tion and still no cognitive cor-
rective action is taken. " He at-

tribztes this reaction to the philos-
ophy of, " 'It will never happen in
our workplace. '"

Mr. Tyska discussed violence in
today's corporate America during a
session at the recen: Risk & Insur-

ance Management Society Inc. con-
ference in San Dieg€,

To begin the session, Mr. Tyska
defined workplace violence as 'in-
ternal infliction of physical harm to
persjns or property of a company

CaU our corporate

office today and

find out how

Pyramid is uniquely

qualified to

maximize you-

systems technology

for higher

productivity,

better perfornance

and greater peace

of mind.

203-743-6000.

Ext. 262

by people with a past or present re-
lationship to the company or one or
more of its employees."

The most common motivator be-

hind workplace violence is simply a
person's irrational behavior, cited
by 26% of those responding to a
survey by Northwestern National
Life Insurance Co. This was fol-

lowed by people dissatisfied with
service; people upset at being disci-
plined; and those with interperson-
al conflicts.

Mr. Tyska said that while he
doesn't always agree with this, the
profile often provided of the high-
risk employee is this: a white, mid-
dle-aged male whose self-esteem is
rooted in his job; who has a history
of violence and substance abuse;
who is fascinated with firearms;
and who blames others for his own

failings.
Early warning signs that a person

might commit workplace violence
include substance abuse problems,
depression, job stress and paranoia.

After relaying those common
characteristics, Mr. Tyska showed a
video of a man who videotaped
himself preparing to kill his former
supervisor and himself; he later that
day shot and killed two other em-
ployees of his former company and
then himself. The video graphically
illustrated to attendees the charac-

teristics found in people likely to
commit violent acts. For example,
the man on the tape blamed his
brother for past sexual abuse and
his former supervisor for not ad-
dressing his special needs.

Mr. Tyska said there also are
common denominators found in or-

ganizations that have experienced
violence in the workplace. Among
the common characteristics, those

organizations tend to ignore the
warning signs of individuals issues;
they deny the existence of the iden-
tified issues; they only react to
events because they have no pre-
vention plans in place; they fire or
punish problem employees without
dealing with the issues or causes,
often referred to as "Band-Aid

management"; they have both oper-
ational and organizational commu-
nications problems across all levels;
and their top management partici-
pation in or support of violence pre-
vention programs is non-existent.

"Violence will occur when you ig-
nore" or never completely address
issues and conflicts in the work-

place, Mr. Tyska said.
Additionally, organizations most

vulnerable to workplace violence
are those where employees do not
trust management; where the orga-
nization is tiered so that employees
are not allowed to make decisions

to accomplish goals; where feelings
of being controlled and afraid exist;
and where employees believe man-
agement is vindietive, Mr. Tyska
explained.

Mr Tyska said such "traditional
vessels of violence" within the orga-
nization include ineffective policies,
procedures or regulations; labor

agreements; hiring practices and
management. All of these have the
potential to create confusion, frus-
tration and aggressive behavior.

"Ask yourselves how many times
you've experienced any of this
yourself," Mr. Tyska told attendees.

Mr. Tyska offered risk managers
four keys to preventing workplace
violence:

• Treat all people with respect
and dignity.

• Recognize troubled or at-risk
employees early.

• Recognize troubling situations
early.

• Manage serious cases actively.
Judith Lindenmayer, vp-Fidelity

insurance and risk management at
FMR Corp. in Boston, moderated
and coordinated the session. Ell
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Commitments made, trust given in return.

Promises made and kept. It's basic to our philosophy.

We are not simply paper shufflers for hire. We

ascribe to the highest standards of service, perhaps

higher than you've come to expect from claims

administrators. We check every box, make every

phone call and follow every procedure because we

know a claim delayed is suffering prolonged.

With local experts in 670 hometowns around the
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Qualities
Continued from page 3
works."

The best candidates will have a

number of educational qualifica-
tions and will be able to "manage a
broad portfolio of risks," he added.

Brian M. Kawamoto, director of
the alternative risk transfer divi-

sion at Swiss Re America in New

York, emphasized that "we need to
broaden our definition of risk" to

include many areas that tradition-
ally have not been considered a
risk manager's responsibility.

It is becoming more common for
risk managers to address regiato-
ry risks, as well as others, that in-
clude defaults, interest rates and
the volatility of earnings per share.

In reference to another speaker's
example of how a risk management

job in the 1VIidwest remains unfilled
because the company can't find a
person with the right skills to han-
dle a range of exposures, Mr.
Kawamoto suggested the company
might be wise to look for someone
with the broad skills and the inter-

ests "of a Renaissance person"
rather than"a generalist with cer-
tain skills" to fill the post.

If the right risk management
person can't be found, or if a com-
pany doesn't think it is doing a
good job at risk management,
maybe the task is better left to
someone else, the panelists sug-
gested.

For example, a company nor par-
ticularly competent at risk man-
agement may turn the job over to
someone else, Mr. Kawamoto said.
Such companies have determined
they want to spend more time on
what they are good at-their core

businesses, he explained. Out-
soureing the job "allows p€ople to
free up time to focus on the strate-
gic issues."

Apart from gaining time to con-
centrase on the core operations:
some companies can save money
when they eliminate risk manage-
ment departments in favor of out-
sourcing, Mr. Kawamoto pointed
Out.

"Let'.s say, for discussion's sake,
your organization actually elects to
bring in a consulting firm to re-
place the existing risk management
depar:ment," said R. Alan Lieban
Jr., risk manager with Litton In-
dustries Inc. in Woodland Hills,
Calif.

Such a move would bring a drop
in staff costs because of the reduc-

tion in full-time employees, a fresh
perspective on the company's risk
management needs, the expertise

of a pool of qualified consultants,
and the transfer of som2 errors and

omissions exposures to the consult-
ing firm, according to AIr. Lieban.

With those benefits, however,
come drawbacks, he warned.

"It may take the consultant a
lor_g time to get familiar with your
issues," Mr. Lieban said. And ex-
penses could rise if there are any
hidden charges or risk manage-
ment projects and responsibilities
turnout to be greater than initially
discussed.

Mr. Kawarnoto warned of anoth-

er outsourcing danger: lowered
morale because of staff cuts.

Mr. Davis also pointed out that
not every risk management func-
tion can be turned over to someone
else. While administrative services

can be outsourced, it is impossible
to outsource all the decision-mak-

ing regarding risk management.

GERLING AMERICA

INSURANCE COMPANY

YOUR PARTNER

FOR INDUSTRIAL AND COMMERCIAL INSURANCE

IN EUROPE AND THE UNITED STATES

Gerling America is part of the Gerling Group, an international
Insurance and reinsurance group headquartered iii Cologne,
Germany. Founded in 1904, the Group operates in more than
29 countries with a premium volume of U.S. $10 billion,
iii vested assets of U.S. $28 billion and a total of 10,000
eniployees.

Gerling America Insurance Company (GAIC) writes industrial
and commercial property, casualty and ocean niarine insurance.
GAIC is rated A" by A.M. Best and its Financial Rating is Class
VIll, with capital surplus of over U.S. $100 million,

GERLING AMERICA INSURANCE COMPANY

717 Fifth Aven,le • New York, New York 10022
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"There needs to be a person in
the firm" who will make such deci-

sions as the amount of risk to re-

tain and the basic design of an in-
surance program, Mr. Davis said.

A type of "hybrid" outsourcing
can work well for some companies,
according to another panelist.

John F. Riley, director of insur-
ance and risk management at Dun
& Bradstreet Corp. in New York,
described himself as an "anti-out-

sourcing militant" before his com-
pany split into three companies in
1996.

He then found himself trying to
convince management he could
handle the risk management oper-
ation of all three on a kind of out-

sourcing arrangement, with the
companies that were spun off using
Mr. Riley and Dun & Bradstreet
personnel to provide risk manage-
nlent services.

Today, Mr. Riley heads up the in-
surance and risk management de-
partment for those three companies
and is preparing to handle those
chores for three others that are be-

ing spun off.
"I have three professionals who

work for me," he pointed out.
"Each one gets two companies and
they are totally in charge of those
two companies."

In addition to risk management
duties, each of those professionals
is responsible for buying different
coverages that cover exposures of
all six companies.

That marketing clout saves the
companies about 20% on their pre-
mium costs, Mr. Riley believes.
"It's a system that works very, very
well."

Gary L. Swinhart, director of
risk management and benefits at
CalMat Co. in Los Angeles, moder-
ated the session. John G. Pinner,
assistant treasurer at Mattel Inc. in

El Segundo, Calif., coordinated the
session. Em
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YOU ARE HERE.

You know the feeling.

Try as you might to keep group retiree health care costs under control, the pressure never lets up. In
your ongoing effort to find new ways to provide better benefits at reduced costs, may we offer a suggestion:
retiree health coverage through United HealthCare.

Our Medicare CompleteSM is an HMO solution that can reduce your annual costs by an average of
$1500 per retiree per year. It also typically cuts your PAS 106 liability even more dramatically.

And we don't stop there. We're the first to offer unique services such as United Health PassportM
portable coverage and the Personal Service Program at no extra cost. United Health Passport allows your
retirees to use their health plan benefits in more than 25 other locations nationwide. With our Personal

Service Program, your retirees receive individual attention and assistance.

As the health and well-being company, we've spent over 20 years responding to your needs with innovative
plans and programs that produce results. And today, we serve employer groups of all sizes, including 45 of
the top 100 ranked FORTUNE® 500 companies.

Maybe that's why we've once again been ranked the #1 most admired health care company according to
FORTUNE's 1997 survey. For solutions to your retiree health benefit needs, call us at 1-800-662-1264.

uNiTEDhealthcare.
MEDICARE HMO

www. unitedhealthcare.com
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Mexico venture highlights need for compromise
By ROBERTO CENICEROS

SAN DIEGO-When Bell At-

lantic Corp. acquired part of a
Mexican cellular telephone compa-
ny, there were times when Mexican
executives told Bell Atlantic's risk

manager to leave and never return.
She eventually forged a partner-

ship with those executives that has
enabled her to establish some of

the programs she desires, said
Sheila L. Small, Bell Atlantic's ex-
ecutive director of risk manage-
ment in New York. Bell Atlantic's

situation is unique because it pur-
chased only a 42% equity share of
a family-controlled Mexican con-
glomerate that has 400,000 cellular
telephone subscribers.

The experience of other risk
managers whose companies form
alliances in Mexico is likely to
vary, depending in part on their
business arrangements, Ms. Small
said. Regardless of the business
structure, however, there are a
number of structural, cultural and
operational challenges to overcome
when venturing into Mexico, Ms.
Small and a panel on the Mexican
insurance market said during the
Risk & Insurance Management So-
ciety Inc.'s recent annual confer-
ence in San Diego. There are also
differences in insurance programs
and laws for the risk manager to
consider.

No matter what countries risk

managers find themselves operat-
ing in, cooperating with local staffs
is crucial, said Ms. Small, whose

company operates globally. Com-
promise is essential to ensure that
the local staff makes the best deci-

sions to protect a company s assets.
"That is really the key to success

in working with international
partners," she said. "It's not going
to work-and I can tell you I have
been there-when you go in and
say, 'OK, this is the way the pro-
gram should run.' It's an evolution-
aryprocess."

One difficult hurdle Bell Atlantic

faced was the tight relationship
between a local Mexican broker

and the cellular telephone compa-
ny's owner. The local broker is the
godfather of the owner's son, Ms.
Small said. Such business relation-

ships are typical in Mexico, and
they are tough to sever, even if do-
ing so would benefit the corpora-
tion's value.

In 1994, just as Bell Atlantic was
ready to take its new venture pub-
lic, the cellular telephone compa-
ny's owner sent out a memo stating
that insurance was not to be

bought through any broker other
than his longtime friend.

That broker had placed hun-
dreds of stand-alone insurance

coverages even for small items, and
the company did not have an all-
risk program or an audit system to
determine if coverage or payments
were being duplicated. Such prac-
tices are typical in Mexico, as are
very low deductibles. Additionally,
very few safety and loss prevention
programs were in place for the
Mexican company.

Ms. Small has not entirely gotten
her way in changing brokers or re-
structuring the entire insurance
program. But through much "poll-
ticking and persuasion," she was
able to place directors and officer's
liability coverage for the IPO with
a global broker.

D&0 coverage was not well
known in Mexico in 1994, and Ms.
Small said she wanted the policy
written in New York. She said that

if there were a lawsuit, it likely
would be filed in the United

States.

To this day the local Mexican
broker places the bulk of the cellu-
lar telephone company's business.
But the company has benefited
from his worry over competition.
"He has sharpened his pencil," Ms.
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Small said.

Language differences also pre-
sent difficulties. Brokers will say
they are not a problem, because
they generally have bilingual
staffs, Ms. Small said. But it can be
tough going when U.S. risk man-
agers need t6 work with operations

staffs in foreign countries. AIs.
Small studied Spanish for two
semesters at a junior college to
help her in Mexico, but she said it's
still not always easy.

"It's a difficult part cf dealing
with an international venture."she

said.

But Mexican businesspeople are
far ahead of their U.S. counter-

parts in having a second language,
and Bell Atlantic immeclately pro-
vided its Mexican staff with En-

glish 2lasses.
Work hours are another cultural

difference. Mexican businesspeo-
ple aire hard-working and dedicat-
ed, but they start work later in the
day. Long lunches are also nearly a
religious tradition, Ms. Small said.

However, they work much later
into the evening than is typical in
the United States That leaves only
the morning hours for a risk man-
ager in New York to reach the staff
in Mexico City.

Risk managers entering Mexico
also face a host of loss prevention
challenges. For example, Mexican
companies often have inadequate
fire protection systems and erratic
water supplies, said Richard H.
Atherton, vp-global business unit
for Aon Risk Services in Mexico

City
Retrofitting and building a pri-

vate water reservoir and water

pumping system for an acquired
building may be costly but neces-
sary, Mr. Atherton said. Trans-

Remarkably complete. Surprisingly simple.

Hey look, the square peg just went into the round hole.

01 508 Allundate Inauranee, P O Zo,t 7500, Juhi*ton. Rhode W.nd 02919

portation crime, such as truck hi-
jacking, and other crimes, such as
kidnapping, also continue to pre-
sent challenges.

On the positive side, there is a
small but growing number of risk
managers in Mexico. RIMS is sup-
porting the growth, Mr. Atherton
said. There is also growing knowl-
edge about loss prevention prac-
tices due to some notable disasters

and the entrance into Mexico of

foreign highly protected risk insur-
ers.

Earthquakes remain a major ex-
posure in some regions. Purchasing
coverage is not mandatory, but
purchasers must pay a rate regula-
tors determine; it was reduced on

Continued on next page
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Continued from previous page
April 1, said Agustin O. Quevedo
Corona, vp-international reinsur-
ance and underwriting support in
Mexico City for Mexico's largest in-
surer, Seguros Comercial America
S.A. de C.V.

The rates vary depending on fae-
tors such as the seismic zone a prop-
erty is located in and the property's
value. Co-insurance and deductibles

also are mandatory and depend on
the seismic zone. However, risks are
exempt from those rules if a compa-
ny has insured property and busi-
ness interruption values exceeding
$50 million in several locations or
$30 million in one location. Policy-
holders can purchase their coverage
from international insurers.

The session was coordinated by
David S. Walls, account vp in
Malvern, Pa., for Arkwright Mutual
Insurance Co. El]
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More than 350 organizations exhibited pro{
ucts and services during the recent RIMS
conference and exhibition at the San Dieso
Convention Center.
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Spencer
names

scholars
SAN DIEGO-A graduate

student at Virginia Common-
wealth University is the winner
of the first Anita Benedetti

Memorial Scholarship awarded
by the Spencer Educational
Foundation Inc.

Sherry L. Pilz was named
winner of the $10,000 scholar-
ship during a luncheon for
chapter presidents and directors
of the Risk & Insurance Man-

agement Society Inc. at the soci-
ety's recent annual conference
in San Diego.

The scholarship honors Ms.
Benedetti, the former deputy
executive director of RIMS and

president of the Spencer Foun-
dation. She died in 1996.

The Spencer Foundation also
awarded three other $10,000
scholarships as part of the
$115,000 in scholarships that
the foundation will award this

, year to students of insurance
and risk mariagement.

Winners of the $10,000 sehol-
arships were Gwendolyn Ezell
of the University of Wisconsin
at Madison, Kathleen McCul-

lough of Georgia State Univer-
sity,ind Tong Yu Lif the Univer-»
sin' of South Carolina. All three

students are seeking graduate
degrees.

Scholarships for $5,000 were
awarded to these undergradu-
ate students: Dawn Skaggs of
Illinois Slate University; Cas-
sidy Starkey. Sunny Cutler and
Sandra I.,ee of Temple Universi-
ty; Amanda Johnson and Hi-
lairie Silvel·s of Georgia State
University; Sammy MeKamic-
Martinez of the University of
North Texas; Daniel Post of
Lebanon Valley University:
Jamie Theaux of Southwestern

Louisiana State University; and
Leah Richardson of The College
of Insurance.

The Delaware Valley and
Western Michigan RIMS chap-
ters were winners of the soci-

ety's 1998 High School Out-
reach Program.

The Delawam Valley Chapter
received $3,100 to fund its in-
volvement in Project InVost in
Germantown, Pa. The Western
Michjgan Chapter was awarded
$1,40010 pay for a mock prnd-
uct liability trial at a high -
school.

Profits from a raffle held to

benefit the foundation----one of

many Spencer fund-raisers held
dilring the conference (BL April
20)---will not be known until the
foundation determines whether

j any winners return their pi·izes
4 as a donation. Not including the

raffle, fund-raising events dur-
ing the RIMS conference raised
more than S68,000.

. The $3.000 firsl prize was ]
' awarded to Lynn Evans of

Naples. Fla.
The $2,500 second prize went

, to the Toledo Chapter of RIMS
1 in Toledo. Ohio.

f Third-prize winners, each

picking up $500. are: John Cur-
ry of New York; Jody Feldman
of Marietta, Ga.. Jackie Hair of

. San Jose. Calif.: Steve Kerr of

t· Northfield. Ill.; and Alice
' Robm'LS of Atlanta.

-By Michael Bradjord m
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Weak controls can make fraud easier: Speaker
By GAVIN SOUTER

SAN DIEGO-Fraud is a fact of

business life that all organizations
should face, a fraud investigator
says.

While there are many reasons
people commit fraud and many
types of fraud, there are ways to
make a defrauder's task harder,

risk managers learned during a ses-
sion at the Risk & Insurance Man-

agement Society Inc.'s recent annu-
al conference in San Diego.

By exercising greater control over
an organization, managers can set
up safety processes to deter and de-
Lect fraud, the investigator said.
Once fraud is detected, it should be
efficiently investigated and dealt
with to prevent further losses.

To prevent catastrophic fraud
losses, risk managers should ensure
their organizations are adequately
covered with fidelity insurance to
respond to fraud claims, an attor-
ney added.

No organization is safe from
fraud, said Debra J. McKibben, di-
rector-in-control services at Coop-
ers & Lybrand L.L.P. in Dallas.
However, organizations with few
controls on employees and systems
often are most vulnerable, she said.

For example, in one ease Ms.
McKibben worked on, an employee
was responsible for making weekly
payroll tax deposits at a bank. The
employee drew up a check for
$4,000 to $5,000, the real amount of
tax, and took it to a manager to
sign. Then the employee would
write a clieck for four or five times

that amount and take it to another

manager to sign, and the employee
would keep the proceeds, she said.

The employee was able to take
advantage of a situation where nei-
ther manager knew what the other
was doing, and the second mana-
ger had no idea how much was
supposed to be deposited, Ms.
McKibben said.

In other cases, employees in pay-
roll departments create fictitious
employees and pocket the extra
wages paid, she said.

Under other schemes, employees
present false invoices, and when the
checks are signed to pay the bills,
they simply use typewriters to alter
the payees listed on the checks, Ms.
MeKibben said. "There's just a
whole host of things that people are
doing to make payments look valid
when in fact they are not," she said.

Older employees most often com-
mit fraud, said Ms. McKibben. This
perhaps is in part because they
have worked so long in the same or-
ganizations that they know the
weaknesses in the systems, she said.

Several pressures can push peo-
ple into fraud, Ms. McKibben said.
On the personal side, they include
indebtedness, serious illness, gam-
bling problems, alcohol problems
and perceptions of inequitable
treatment.

Higher management also can feel
pressured to commit fraud for busi-
ness reasons, such as competitive
pressures, excessive leverage and
economic hardship, among other
things, she said.

The opportunity to commit fraud
often is due to control weaknesses,
Ms. McKibben said.

Such weaknesses include having
one person handle all portions of
important transactions. To combat
this, companies should divide re-
sponsibilities, she said. "Break it
off at strategic points so that
there are checks and balances," Ms.
MeKibben said.

Poor supervision is another invi-
tation to fraud, she said. "If some-
body knows that a supervisor is

looking at what they are doing,
that's often enough of s deterrent,
but if they think they have carte
blanche, then carte bla=che it's go-
ing to be," Ms. McKibben said.

Provisions also should be made so

that frauds can be detected inad-

vertently when a defrauder takes a
vacation or changes jobs. So vaca-
tions should be required as well as
job rotations and cross-training,
she said.

But, even if a fraud is detected, it
can be difficult to trace th€ culprit
unless there are clear assignments
of responsibility and aecountabili-

ty, she said.
When fraud is suspected, rnan-

agement should take steps to inves-
tigate the fraud and gather evi-
dence, Ms. McKibben said.

The investigation should include
interviews with the suspect and
other employees. To prevent tam-
pering, the suspect should not be
allowed to access company data
during the investigation. Also, the
suspect should be watched in case
he or she slips out to tamper with
evidence at outside institutions

such as banks, she said.
Before a fraud is detected, risk

managers should ensure they have
fidelity insurance to cover losses,
advised Allan B. Diamond, an at-
torney at Hughes & Luce L.L.P. in
Houston.

4

"Whether you are a simple busi-
ness or a large multinational corpo-
ration, losses can be very debilitat-
ing if not catastrophic to business,
so the question is, how do you in-
sure against that risk? Fidelity
bond coverage does that," he said.

Blanket bonds usually provide
the widest coverage, but other types
of fidelity bonds are available that
provide less coverage for less pre-
mium, Mr. Diamond said. For ex-
ample, scheduled bonds come with
a schedule of who is covered, and
individual bonds cover only specif-
ic people, Mr. Diamond said.

Bonds also can be issued to meet

the needs of a certain industry, such
as the bankers blanket bond, he
said.

But even with the insurance in

place, risk managers should take
care how they handle the investiga-
tions and the claims, Mr. Diamond
said. For example, to avoid difficul-
ties with claims once a fraud is sus-

pected, risk managers should work
to ensure the fraud is investigated
quickly and that the fraudulent ac-
tivity is stopped.

"If you have knowledge of a
fraudulent act that rises beyond
mere suspicion, the insurer has a
termination provision in the bond
that says that once you have knowl-
edge (of the fraud), the insurance
terminates within 30 days with re-
spect to acts of that employee," he
said.

Robert K. Morse, director of in-
surance at Olsten Corp. in Melville,
N.Y., moderated the session. Robert

M. Reeves, senior associate at

Cooper's & Lybrand in Dallas, coor-
dinated the session. ial
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Political risk creates need to choose strategy
By EDWIN UNSWORTH

SAN DIEGO--Political risk in-

surance is becoming more widely
available and on better terms for

the commercial buyer.
"There's a lot of capacity out

there," said Alan Fine, San Ra-
mone, Calif.-based field vp for
Arkwright Mutual Insurance Co.
He added that such coverage is be-
ing more frequently offered in
multiline insurance policies.

However, Mr. Fine also noted
that despite coverage becoming
more readily available, capacity
for political risk coverage still is
limited enough that it can some-
times influence rates more than

any actuarial assessment of the
risk involved.

He said Arkwright doesn't write
political risk insurance yet but is
considering it. He was unable to
say when a decision would be
made.

Another speaker, Wayne Wick-

ru. 1998 RIMS
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ham of RiskPRO Consulting, also
based in San Ramone, shared the
view that political risk insurance
capacity is growing. Mr. Wickham
said "the capacity is there" for po-
litical risk insurance, including
coverage on a multiyear basis of
between five and seven years.

Defining political risk as "unan-
ticipated government action

and/or cessation of law and order
which affects the economic viabili-

ty of a foreign enterprise or pro-
ject, or repudiates a contractual
agreement between a company and
a foreign government," Mr. Fine

'There's a lot of

capacity out there,' but
it still is limited enough
that it can influence

rates, says Alan Fine.

said it is a risk that exists every-
where. As a result, it creates vul-
nerabilities for assets and invest-

OUR TEAM IS NO EXCEPTION.

CNA Risk Management

and Protection Mutual. A new

alliance that offers integrated, global

risk management with seamless coverage.

Prom best-in-class loss prevention engi-

neering to unrivaled capacity. Discover an

unequaled opportunity. Discover synergu in

risk management and international

solutions. Our alliance begins in

Chicago but is truly a new

global force.

ments overseas; for contracts and

guarantees; from political violence;
and from the disruption of trade.

From time to time, the specific
issues of political risk that fit this
definition change. Among the lead-
ing emerging issues today are gov-
ernment action affecting environ-
mental impacts; human and labor
rights; and intellectual property
and discriminatory tax policies,
Mr. Fine noted.

He said the risk manager has to
decide whether to fully hedge his
company's political risks through
the use of insurance, partially
hedge them, actively or passively
manage them, or not bother to
hedge or monitor them at all. The
most common approach he has

seen is active management, he said.

To see how over 200 years of combined experience can benefit you, call Chris Johnson [8471 825-4474,

e-mail at chris.johnson@promutual.com or Peter de Freitas (312)822-6234, e-mail at peter. defreitas@cna.com.
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Cedric Hughes, corporate risk
manager for Hewlett-Packard Co.
of Palo Alto, Calif., said the basis
of his strategy in this regard is "to
manage the political risk, not
transfer it."

Hewlett-Packard manufactures

its computers and business ma-
chines at 60 locations in 16 coun-

tries and sells to 120 countries, so it
has considerable political risk ex-
posures, he pointed out. He added
that given the company's highly
leveraged, highly interdependent
production and distribution chain
involving large numbers of sub-
contractors in numerous locations,
the "domino effect" of business in-

terruption at any one site could be
considerable.

Mr. Hughes said Hewlett-
Packard's philosophy of managing
rather than transferring political
risk reflects an "aggressive risk
identification and mitigation" ap-
proach that he regards as proac-
tive.

Hewlett-Packard has three glob-
al crisis management teams-its
corporate team in the United
States and regional teams based in
Europe and the Far East. The re-
gional teams operate an early
warning system, whereby any inci-
dent at a particular subsidiary or
site is reported to the regional of-
fice and then to the corporate crisis
management team.

Mr. Hughes said Hewlett-
Packard's risk mitigation strate-
gies include recognition of and fo-
cus on real exposures, strategic
planning centered on making the
risks obvious, and business conti-
nuity/business recovery plans.

Mr. Wickham of RiskPro Con-

sulting similarly recommended
that risk managers adopt a multi-
disciplinary team approach within
their companies.

He also recommended an "enter-

prise" risk management process
for dealing with political risks. It
should include:

• Identifying risks-recognizing
the assets invested; the company's
country diversification; possible
political violence; the possible dis-
ruption of trade; and the use of
contractors and subcontractors.

• Assessing and measuring those
risks-gauging country exposures,
including local investment and po-
tential volatility; enterprise/pro-
ject issues, such as business inter-
ruption; facility interdependency;
currency and banking; and trade
disruption.

• Mitigating and planning-
evaluating countries; business re-
covery plans; and traditional risk
control, including facility protec-
tion, environmental and human

rights issues; and embedded tech-
nology.

• Funding-including retention
capabilities; insurance mecha-
nisms; government entities; and al-
ternative risk treatments. A risk

manager should also analyze the
"risk appetite" of the company to
determine how much risk it is pre-
pared to carry. When buying insur-
ance coverage, a realistic approach
should include consideration of the

capacity available, the terms of the
coverage, its pricing, the replenish-
ment of limits, and whether to in-

sure through private insurers or
government bodies.

• Claims management-under-
standing before buying political
risk coverage how a claim is de-
fined in the policy; how to make a
claim; who will be negotiating on
the company's behalf; who com-
municates with corporate manage-
ment and how; and details of the
waiting periods.

Ward Ching, principal at Tilling-
hast-Towers Perrin in San Fran-

cisco, moderated the session. im
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Using intellectual propetty intelligently, properly companie·i, that are operating Web
pages have entered! d new line of busi-
ness- publishing

"You should take the same care

By JOANNE WOJCIK Woild Wide Web-are not covered they'renct supposed to dc on the In- Web links that connect a compa- with anything that appears on your
under the tiaditiona comrr ercial ternet," Ms Fntz warned ny's site to other Internet sites also Web page a you would with any-

SAN DIEGO-The rapid gic wthol general liability poliev. pointed out For example, electronic mall in- may generate minngement concerns, thing else that you publish,"she said,
the Internet and World Wide -Web 1. Jean Younger, a.sistant vp foi com- tended for mternal compan, use inly accoIdlng to Ms Frnz "because you could be liable for any-

exposing comparnes to mot e an,1 munications hability products at Em- could bz disseminated over the Inter- ' Links also create new and differ- thing that's up there "
greatei nsks, especially m connection ployers Reinsurance Corp m Over- net, viteie any number of eyes can ent kinds of trademark issues," she Some exposuies go beyond the in-

with the use of so-called intellectu.1 land Pai k, Kan said "What is thel_nk? Where is the tellectual pI operty airna to include
-2/ I

propert¥ For pxaniple the adrertismg mjury / 1 +  hik going? 15 my link making it seem seculities violations and false adver-
"There are cle.rly new m tential endorfements t., the CGL policies

0:" O/
:-,Tasthough I'm affiliated with some- tising, Khe said

f=.,
exposuIes foi liability becausse oftbe Cover U S and Canadianrisks outof- body else? Am I Lbirg somebody s Employees also put their employers

ease of accessing intormation, tte fer no worldwide coverage, she point- **RAMt logo? Am I uslng sompoody'A name'" atilsk if they copy software toi use
ease ot copying, tne ease of dissem - ed out see it That could happen _f an em- she queried orl mme than one pasonal computer

nation," obsened Kathryn Fntz, an "What's the World Wide Web, ployee who wants to forward part of "If yOUI companv has its own Web without obtaining permission from
intellectual propel ty lawyer with Worldwide," she said "If you get a message sends the entize message» page, this is all stuff that needs to be the pi ogiammer, pointed out Ms
Fenwick & West LLP in Palo Alt ), sued m England forget it" includ_ng internal-only material- consideied and moniloied, and you Fritz
Calif "It ceztainly ha,> changed the Pol_cies covering photocopying, thlot-gn the Internet need to pay attenrion to it so that "Guess who's hable for thal in-

game for all ot us software daplication and the Interne' "It's very important to have poh- you're not hable, through the content tringementi" she queried I isk man-
Untortunately, many ol these new "are very important to have Make cies" so that employees din't mad- ct your Web page, for tiadernark in- agers and others attending a session

exposilres-most of which anse trom sure your employees know wha. verkntlv expose their con ipan_es to fringement," she warned at the Risk & Insulance Management

the business of "publishing' on the they'i e supposed to do and what habilily Ms Fritz also pointed out that Society Inc 's lecent conference in
San Diego "The company is," she an-
swered

"And it's a strict liability cause of
action," which means an employei
cannot use as a defense the fact that it

didni know its emplovee, were copy-

PROFIT
mg the software, Ms Fnli explained

ro reduce their expoSuie to this
risk, Ms Flitz advised employer. to

in>,titute delinitive policies prohibit-
ing sottwaze copying, with the thI eat

PRESERVATION
01 suspension and/m firing for em-
ployees who diregard them

Two m ganvations-the Softwae
Publishers Acsn and the Business

Sottwale Alliance-can help employ-
ers develop such policies and soft-
ware auditing progiams if copying is

F
suspected, she said

"If you'ze using something that
somebody else created, make sure you
have sufficient rights to do whatever
it is that you want to do with that
work," fhe advised

i B "And educate your employees to be
--m

sensitive to otheis' copyrights," she

r ... f added Companies faced with litiga-
lion over intellectual proper ty dis-

/ pute•, may imd they have no or hmit-
n" 1 ed insurance coveI age, Ms Frittl

pointed out For example, injune-1 1 tions-which can be costly-are usu-
ally not covered

1
Injunctionf with respect to intel-

fad

lectual property are really the things
that can be a nightmare," she said
"Let's say I'm a softwaie developer I
have a product and I name it some-

a
thing I have made all ol mv boxes
I've distributed my product out to the
channels I hdve ads that are already
i unning I vebeen doing preproduct

t
.

'W

advertising I have lots of promotion-
'9 *A *SS ,
4 / Be, A 0

al biochmes

. Somebody sues me toi trademalk
4 "rt 1*

inft ingement They go in, and they try
to get a pieliminary iniunction

GAIN CONTROL OF INSURANCE COSTS -e against me The pirliminary injunc-
lion is issued What does it say' Pull

: back ovei ything hom the channel

 , At Commonwealth Risk, we design innovative risk financing solutions and qull using the ndme
"What do I do> I get embairassed

that retil'n underwriting profit and investment income. with my distributors because I have
to tell them thev h.ive to send all of

Let our expertise help you preserve your protits. thi'. stuff back It'5 cleaily going to
cost me a lot of money I'm probably
going to not only forfeit adverlising

• Risk/Profit Participation • Agency Captive Structures hpace but I'm pr obably going to have
to pay foi it I'm going to have to cio-

• Rent-A-Captive Facilities • Quota Share Arrangements stioy lots of maten.il, and I'm proba-
blv going to be out of the market joi• Captive Management Services • Accident & Health Programs
however long it takes for me to get a
new pi oduct with a new name back
on the market, ' she said, descrtbing
the scenario

Unfortunately, most insurance

policies don't consider the cost of in-

CommonwealthRiski
lunction•, a•. damages, Ms Fritz
pointed out

"That's not damage" under an in-
n M RM Company sui ance policy, she said referring to

the cost of complying with an miunc-
i Leaders in Alternative Risk Financing] tion "In most instances, it's very dif-

Call 1.800 474 3330 ficult to prove damages m some intel-www mutrisk.com
lectual pr operty cahes "

Sue Boucke, insurance administra-
tor for Lucasfilm Ltd m San Rafael

Calif, modei ated the ession igi
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Developing custom solutions to

complex or unique problems often
requires ingenuity. Such ingenuity
comes about only through depth of
knowledge and experience.

For more than 40 years, Old

Republic Risk Management has

focused solely on the alternative

insurance market. This experience
enables us to create custom

solutions to meet the specialized
needs of our clients.

To tearn more about how you
might benefit from our ingenuity,
see us at www.orrm.com or

call 414/797-3400.
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Telecommuting brings ergonomics risks dards/practices into the arrangement
of their home workstations in order

to achieve physical comfort and effi-
ciency "

By EDWIN UNSWORTH pensation claims from telecom- nel syndrome and backaches, he said "pretty much untested at this stage," Kemper also has a home work sta-
muters "simply has not happened He attributed this, m part, to added Ms Powers tion safety checkhst covering work

SAN DIEGO-The growth of yet" This risk is unlikely to be a telecommuting employees develop- Both speakers said employers can area safety, furniture, equlpment
telecommuting is presenting compa- problem from the insurance perspec- ing bad work habits, such as not tak- take Important steps to optamize the protections and general agreements
nies with various insurance chal- tive, as telecommuting employees ing breaks or not putting m enough working conditions of telecommuters on safety between Kemper and the
lenges, as expected, but the emerging time and then rushing to complete and minimize the Ask of claims employee Ergonomle considerations
claims are not necessarily those em- ' 4 ' 9@){Se] (mi* work Ms Powers advised employers to on the checklist include specifica
ployers had anticipated

While run of the mill workers com-
Joanell Powers, presiden: of Amer- devise both clearly defined telecom- tions for equipment, furniture, acces-

62RiX*? r*, ican Ple Corp, a famlly-owned pizza mutmg guldellnes and polle> state- sories and lighting Such checkhsts
pensation claims had been employ- business m Crystal Lake, Ill , and a ments These should cover definitions should be specific, as in the case of a
ers' maln concern about employing would most hkely be covered under former corporate safety officer for of job entena, work vs personal telecommuter's office chair, with
telecommuters, ergonomics-related the employer's insurance or the em- Kemper Insurance Cos , warned Msk time, home circumstances, claims- specifications that it be upholstered
ailments have emerged as the key ployee's homeowners pollcy, provid- managers to give ergonomics for handling procedures and safety re- and adlustable, can swivel, and has
problem, two speakers said at a ses- ed the worker declares to the insurer telecommuters full consideration "If quirements five casters for stabihty
mon dunng the Risk & Insurance that he or she is working from home you're going to see losses m the fu- She cited Kemper's guidelines as Mr Roskopf similarly recommend-
Management Society Inc 's recent However, Mr Roskopf added, ture, I think that's where they're go- an example The insurer has a ed that telecommuters have an em-
annual conference in San Diego "What we are seemg is mostly a ing to come from," she warned telecommuting pollcy statement that ployinent agreement outlming

John Roskopf, vp-financial rela- small, steady stream of ergonormc Telecommuting can have an im- says, m part, "The company's goal is specifically their terms and condz-
tions for Aon Corp m Chicago, said claims " The main types of claims pact on a company's losses and insur- to help employees incorporate recog- tions of work The agreement should
the anticipated rush of workers com- concern neck problems, carpal tun- ance claims, but the impact is still nized safety and ergonomics stan- clearly set out who is responsible for

ownership and usage of property and
for Insurance

Mr Roskopf pointed out that
1 I homeowners insurance pollcies will

usually cover both the property of
the business and personal Injury-
provided the telecommuter has dis-

/4, A closed to his or her insurer that he or

she is working from home and gives
11/ « e

a list of the work-related equipment
to be added to the pohcy

*,

He said one way employers can re-
duce ergonomics-related claims from
telecommuters with poor work
habits is to install a system for mom-
torlng when computer equipment is
being used, such as when the worker
is on the company's computer net-
work He said Aon's employer chents

:/2. C
. have so far experienced no employee

.:<477(99)52<i.-- challenges to this practice

71 j . : .;,
.-'..Uof£1441:*rryt,7<Y;£Ut h<'.'/. Another insurance-related prob-

lem he noted lS that telecommutmg
employees are prone to waiting too
long before filing claims of any land
The employment agreement should
make clear what employees must do

fe

4, 4,

fili: about fihng any claims
Sawyer Stern, risk manager for

agricultural research and production
for DeKalb, Ill -based DE-KALB
Genetics Corp , telecommutes from
Santa Claus Ind Ms Stern said all

the nsks concerning telecommuting
=2&Les>- employees "can be identified man-

aged and controlled just hke any oth-

-

er risks"

--- Ms Stern said identifying nsks in-
9--1 »>P eludes knowing whether the lob in

-
.- 7 2-52-Ze -2 ._1 question is suitable for a telecom-

--./.--
- - r r -- muter, whether the particular ema

date is suitable for the Job, and
whether there is an appropriate su-
pervisor to oversee the work

Emphasizing that "telecommutmg
and apprenticeship do not make

WHEN THE TOUGH GET GOING. good bedfellows," she said candi-
dates must be screened for the neces-

sary charactenstics These include
motivation, trustworthiness, embil-

Looking for clear directions for your international employee benefit Head Office Swiss Lite GenerS Guisan Qui 40, ity, discipline, orgamzation and
8022 Zurich / Swirzerland, Telephone 4 11/284 3793

Teletix 411/284 3997 Inrerner www:wisslifc corn, knowledge The knowledge a poten-
plans? Swiss Life is the way to go for coordinated global programs and

Argentina Roval & SunAlliance, Australia tial telecommuter must have can't be
Hannover Life Re / wiss Life international solely of the subject of his or her po-

real financial savings As the world's leading international network of life Scrices Ast,1 Picific, Ausma Wiener Stilm.he, sition, but of communication and
Belgium Swiss Life, Brazil Icatu Hmford technology skills as well Also, aCanada Canada Life, Chile Euroamdrica, Chinainsurers, we're never far from where you need us And every Swiss Life
Swiss Life Beijing & Gwngzhou Rep Offices, telecommuter needs to have a suit-

Colombia Bolivar, Czech Republic Ceski able space in his or her home for a
Network Partner is a local leader, with the expertise, flexibility and ser- Kooperati.a Denmark Danica / Internanonal "virtual" office

Health Insurmce / PIA Pension Finland
If these criteria can be met, the

vice capabilities to meet your most challenging insurance and benefit re- Ilm.arinen / Pohjola Life, France Sact//2 'uie
benefits to an employer of telecom-(Sw„5 Life) Germany Schweizerische

Rencenanstal[ (Swis. Life), Greece Aspis Print.1 muting can be considerable Cost
quirements It's assign of the times that more and more top multinationals Guatemala Ocudenre, Hong Kong CMG Asia savings per year can average be-

Life, Hungary Gldria Swiss Lk Indonesia tween $6,000 and $12,000 per
follow the Swiss Life route Call us in Zurich on +411/284 3797, or Lippo Life, Ireland trish Lif., Italy Swiss Life,

telecommuter, and productivity
Japan Me,Ji Life / Yauda Lik, Korea korea 1 I fe,

Luxembourg Swiss Life, Malaysia Hong L.ong gains of between 10% and 40% can
contact your local Network Partner It can be tough out there But with Mexico Comercial Amdrici Netherlands be achieved from telecommuters, Ms

Zwirserieven (Swiss Life) New Zealand Stern sald

Hannover Life Re, Norway Vital, PanamaSwiss Life, you're never on your own She said estimates of the number
Mundul, Philippines }int Guarantee life

Poland PZU, Portugal Impdm, Russia
of telecommuters m the United

States vary widely, but they areRosgoss,rakh Singapore Nl UC INCOME,

Slovatua Kooperativa, South Africa Southern thought to number about 13 milhon,
Life, Spam Swis, Life, Swit:criand Lit Sume compared unth 2 million a decade
(non life) Tuwan kno Hu Lifc, Thailand

ago That number is expected to
Bangkok Life United Kingdom Swi» Life (Uk)

reach about 25 million by the yearplc, USA First Allfneric' / %wiss h...national
ervices Venezuela Oringo 2000, she said

Ms Stern moderated the session

THE RIGHT DECISION Ms Powers was coordinator 
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Environmental liability market seeing clear skies
By EDWIN UNSWORTH

SAN DIEGO-Since its virtual col-

lapse in the mid-1980s, the insurance
market for environmental impair-
ment liability insurance has made a
U-bm in the last five years.

Coverage is now readily available at
rates that are falling by about 10% to
20% a year.

Ana Maria Zalles Moore, senior vp
in New York of environmental global
brokering for J&H Marsh & McLen-
nan Inc., said the market for this type
of coverage has so much changed in
the buyer's favor and the scope of
policies has so increased that "virtual-
ly every type of environmental expo-
sure can be insured."

The return of insurers to the envi-

ronmentalliability market during the
1990s, including the entry of Kemper
Environmental last year, means that
"today this marketplace offers a lot of
value," she said.

Speaking at this year's Risk & In-
surance Management Society Inc.
conference in San Diego, Ms. Moore
said the "big four" environmental in-
surers-American International

Philadelphia is starting another Revolution!

Thitadetphia

Insurance Companies

Declivation to Independints:

Plc. ..

BEST rated A (Excellent) professional liability
niche underwriting specialists
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Call or e-mail for more information and a 1998 directory

Group Inc., Kemper Environmental,
Environmental Compliance Services
Inc. and Zurich-American Speciali-

a."ge..
ties-now "are competing so com-
pletely aggressively that I can guaran-
tee if you have an interesting project,
they'll all jump in" with a quote.

Executing a policy "has also been
simplified tremendously," she said.

Another speaker at the session, J
Tucker Miller, assistant director-cor-
porate human resources at Seattle-
based insurance group SAFECO
Corp., claimed the key to devising an
effective program to manage corpo-
rate environmental risks is to adopt a
company-specific "environmental
risk statement" and to ensure its ap-
plication involves a team approach.

Ms. Miller said the environmental

risk statement should be visionary in
scope and broadly defined to enable it
to stand up for the next 20 to 25 years
no matter what the regulations are.

Additionally, it should provide
"meaningful" guidance for business
decisions and measures of quality;
promote environmental awareness
and responsibility throughout the
company; and communicate its mes-
sage not just to management and em-
ployees but to shareholders and cus-
tomers, so that the company can be

seen as taking its environmental re-
sponsibilities seriously.

At a minimum, it should strive to

achieve regulatory compliance. Be-
yond that, however, it should aim to
meet the company's social responsi-
bilities, improve public relations, pro-
mote a positive corporate image, pro-
mote better employee relations, and
improve safety.

Ms. Miller noted that the details of

each company's statement would be
affected by its type of business.

However, the effectiveness of any
corporate environmental risk policy
depends on the team behind it, noted
Ms. 1VIiller. "It requires way too much
expertise from a variety of angles to
take it on exclusively" by any one per-
son or department, she said.

While in some organizations the le-
gal and environmental units deal with »
these matters, it is an area where the
risk manager should make a contribu-
tion, too, she said. Therefore, the envi-
ronmental risk management team
should involve experts from all these
departments. However, the team also
needs to include the company's insur-
ers and brokers, top management,
safety experts, the finance depart-
ment, the communications and public
relations departments, and facilities
management and engineering experts.

Katherine Bridwell, SAFECO's en-
vironmental program administrator-
corporate risk management, moderat-
ed the session. izi

Risk securitization
gaining exposure
By RODD ZOLKOS

SAN DIEGO-As efforts to trans-

fer risk to the capital markets become
increasingly common, even some of
the most ardent skeptics are begin-
ning to concede that risk securitiza-
tion is a wave of the future.

Count among the grudgingly con-
verted Gary Langsdale, corporate risk
manager for International Paper Co.
in Memphis, Tenn. His view was
changed during a session he moderat-
ed at the recent Risk & Insurance

Management Society Inc. annual con-
ference in San Diego.

"I have to tell you; my background,
my bias, my instincts tell me this is all

baloney," Mr. Langsdale said during
introductory remarks.

But by session's end, Mr. Langsdale
conceded he wasn't going to write
"baloney" on his evaluation form.
"While still a bit of a skeptic, I think
it's something that's coming," he said.

"Securitization has become an in-

creasingly popular way to transfer
risk from the insurance companies to
the capital markets," said Dena K-
Karras of the Castlebridge Partners
LLC. insurance and financial risk

management firm in Chicago.
So far, there have been about 10

risk securitization transactions total-

ing about $1.2 billion and ranging in
size from $30 million to more than
$400 million, and several more are "in

the pipeline," Ms. K-Karras said.
'To date, most of the risks that have

been transferred have been of a catas-

trophe nature," Ms. K-Karras said.
But she suggested that as investors
become more comfortable evaluating
different sorts of risks, other types of
exposures will be transferred into the
capital markets as well.

Michael R. Levin, a senior manager
at Arthur Andersen in Chicago who
coordinated the session, noted that,

historically, insurers have looked to
reinsurers and reinsurance brokers as

the counterparties and intermedi-
aries, respectively, in transferring
their risk.

But banks, institutional investors
and players in the securities markets
all have certain core competencies
they might be able to use to accom-
plish that same end, he suggested.

"One way to look at what's happen-
ing is not that institutional investors
and investment banks are competing
with the reinsurance market for these

exposures; it's that institutional in-
vestors and investment banks are

competing to apply their core compe-
tencies to this exposure," he said.

And there are signs that on both
sides of the transactions done so far,
developing expertise in the new risk
financing technique is a key consider-
ation, the panelists suggested.

Ms. K-Karras said that in the $477
million deal United Services Automo-

bile Assn. sold last year for high4evel
East Coast hurricane coverage,
USAA paid "an amazing rate of re-
turn. This is probably a more expen-
sive transaction than traditional in-

surance, but I think the reason USAA
did this was to establish a trend."

And Mr. Levin said he has been told

by some at Merrill Lynch & Co., one
of the deal's lead underwriters, that
USAA's real purpose "was to develop
a base of investors" so that if the rein-

surance market did harden, it would

be able to tap that base for coverage
and have the expertise to do so.

Meanwhile, from the investment
bank's perspective, Mr. Levin said,
"What I'm guessing is Merrill Lynch
is getting some practice" with the
USAA deal that might later be ap-
plied to securitizing the risk of large
corporate banking clients with sizable
property exposures.
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Integrated risk financing not for everyone
By RODD ZOLKOS

SAN DIEGO-Integrated risk fi-
nancing programs can offer insurance
buyers definite advantages but are
practical only if they fit properly with
an organization's plans and expo--
sures.

"H you're strictly doing it to save
money, then I'm not sure any of these
programs is the way to go," said Vin-
cent F. Coffey, director-risk manage-
ment at Sara Lee Corp. in Chicago,
who moderated a panel on integrated
risk financing programs at the annual
conference of the Risk & Insurance

Management Society Inc. last month
in San Diego.

"The fact is, pricing won't do it, and
there has to be other reasons," agreed

Patricia T. Jodry, a vp with CIGNA
Risk Solutions in New York who par-
ticipated on the panel.

Ms. Jodry said all the customers she
has seen enter multiyear, multiline
programs have had a strong idea
about what they wanted to do with
their insurance programs over the
next thiee to five years.

For an integrated risk program to
succeed, the buyer needs a focused
risk management strategy, manage-
ment commitment, constant internal
communications and well-matched

business partners, she said.
According to Ms. Jodry, the inte-

grated program, which includes sev-
eral types of coverage under a single
set of aggregate limits and sublimits
over a multiyear term, can offer sever-

LJ

(The queen.)

-f.

Your client.

Ruler of all she surveys. Exalted
above all others. In need of

constant protection, endless

feeding and ceaseless attention.

al advantages.

Among them are reducing or stabi-
lizing an organization's overall cost of
risk, maximizing catastrophe capaci-

&172:,':- 01'1(51 @1@11 fR · h. .·

ty, developing market relationships,
enhancing coverage terms, stabilizing
a program and reducing administra-
tive work.

But Carol L. Murphy, a managing
director with Aon Group Inc. in
Chicago, noted there also are poten-
tial downsides, including the need to
break current insurer or third-party
administrator relationships, which
Ms. Murphy noted is "a critical con-

(The worker.)

cern to many risk managers."
Other disadvantages include the

fact that the policyholder is putting
"all the eggs in one basket," said Ms.
Murphy, who coordinated the panel.

"There's also less coverage in terms
of the limits there" than in the tradi-

tional approach of buying the lines of
coverage separately, she said.

In explaining why Sara Lee exam-
ined the integrated risk program op-
tion, Mr. Coffey said, "Our primary
objective was to reduce our total cost
of risk." The company also wanted to
partner with fewer stable global mar-
kets, sought to maintain primary in-
surer/claims-handling relationships
and hoped to streamline administra-
lion of its insurance program, he said.

"The annual renewals of monoline

The Westport underwriter.
A tireless laborer. Exists only

to serve the queen. Whatever she
desires he does. Whatever

she needs he procures.
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insurance policies chew up large
amounts of time," Mr. Coffey said,
adding that such time could be used
on loss control.

Ultimately though, after examining
the integrated risk option, the compa-
ny determined that anticipated
changes in its structure made it unde-
sirable to lock Sara Lee into a multi-

line program for a multiyear term, Mr.
Coffey said.

For companies that do decide to go
with an integrated risk financing pro-
gram, however, a key consideration is
which risks to place in the program,
Ms. Jodry said.

Companies' risk management pro-
grams vary and have different goals
and needs, she said. "You really have
to look at your risks and look at your
experience over the past five or 10
years to determine which types of
cover you might want to include," she
said.

Then a company must enter into a

dialogue with the market directly or
through brokers "and decide what
would make sense," she said, noting
that the integrated risk programs re-
ally are partnerships between policy-
holder and insurer.

Choosing appropriate limits also is
a key consideration, "because typical-
ly these limits are structured as aggre-
gate limits and they are over a multi-
year term," Ms. Murphy noted.

In selecting the insurer partner, im-
portant considerations include finan-
cial strength; experience and skill
with such programs; minimal sublim-
its and exclusions; policy form design
and triggers, reinstatement limits and
meaningful net capacity.

"We think meaningful net capacity
is one of the important considerations
in choosing a market," Ms. Murphy
said.

The company's own risk appetite
also must be weighed before entering
such a program. "With all the model-
ing in the world" you still can't over-
come the risk appetite of manage-
ment, she said. "So that's something
that needs to be considered very care-
fully."

In addition to various property and
liability coverages, integrated risk fi-
nancing programs can provide an op-
portunity to address other sorts of ex-
posures, including risks such as
weather, commodity prices; and for-
eigncurrency price changes.

For example, commodity hedges
can be embedded in the integrated
program using an adjustable de-
ductible, Ms. Jodry said. If the com-
modity price reaches a predetermined
strike price, the deductible is auto-
matically reduced, she said. "It saves
you from having two hits on your bal-
ance sheet at the same time."

"Ill tell you right now there haven't
been a lot done of this type," Ms.
Jodry said. "But basically what you're
starting to see today are various ways
of insuring the commodity area."

Double-trigger coverages are an-
other possibility. "The trigger will
come into play if certain things hap-
pen," Ms. Jodry said, using the exam-
ple of a recreational vehicle manufac-
turer whose business is sensitive to

changes in gasoline prices

The integrated program could be
structured in such a way that if gaso-
line prices reached a predetermined
level, the company's retention on the
risk financing program could be re-
duced by a specified amount.

Ms. Jodry said she has also seen sev-
eral different ways to put in the inte-
grated program environmental cover-
age that otherwise couldn't be ob-
tained. But she said she really hasn't
seen anything in any integrated pro-
grams with limits exceeding those al-
ready available in the market on a
singular basis.

Ms. Jodry conceded that, "General-
ly speaking, it's whatever the carriers
you're working with today are writ-
ing." [al
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Thanks.

On behalf of the 4,400 employees of Willis Corroon in North America, weoffer a sincere thanks to our clients for rating us #1 in customer satisfaction*Our pledge is to keep working hard for you, every day.
WILLIS CORROON 

kind, was conducted jointly by the Risk and Insurance Management Society and the Quality Insurance Congress.
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Risk managers
urged to be involved
in contract process

By JOANNE WOJCIK

SAN DIEGO-Risk managers

should get involved early in the nego-
tiation of business contracts-espe-
cially those that contain indemnifica-
tion agreements-to avoid costly liti-
gation, legal experts advise.

"Every contract needs to be looked
at individually," said William L.
Granahan, a senior consultant at Mil-
liman & Robertson Inc. in Worcester,
Mass.

"You need to be involved in that

process. They've got to get you, as a

.18918,8 IMS

q-e:port'
risk manager, the contract immedi-
ately. And it has to be the entire con-
tract," he said.

Only then can the risk manager de-
termine whether there has been ade-

quate risk transfer, Mr. Granahan
said during a session at the Risk & In-
surance Management Society Inc.'s
recent annual conference in San

Diego.
"The language that we see (in con-

tracts) is confusing and often misrep-
resents the intended relationship" be-
tween the parties, he said.

Contracts also often contain indem-

nification and/or hold-harmless pro-
visions that cannot be enforced, ac-
cording to Paul M. Hummer, an attor-
ney with Saul, Ewing, Remick & Saul
L.L.P. in Philadelphia.

Problems with contract interpreta-
tion often arise "either because the

parties don't properly document what
their agreement is. Or, they fail to an-
ticipate some legal hurdles in the en-
forteability or validity of that agree-
ment," Mr. Hummer said.

Furthermore, courts look suspi-
ciously on indemnification agree-
ments in contracts because "they
change the way the law would other-
wise allocate the risk," he added.

As a result, courts "will look for
ways to construe the agreement
against the party who is supposed to
be indemnified because they don't
want to do significant damage to the
way the law would otherwise allocate
the risk," Mr. Hummer said.

Because courts interpret contracts
so narrowly, risk managers need to
"step back and say, 'What is it that I
want out of this indemnification

agreement, "' Mr. Hummer advised.

They should ask themselves,
"'What is the business agenda that I
hope to get out of this indemnification
agreement?"' he said.

Unfortunately, all too often risk
managers get resistance to their asser-
tions that they should be involved in
negotiations because the other parties
involved fear that the risk manager
will find items that he or she thinks

should be changed, according to Mr.
Granahan.

"If the risk manager finds a prob-
lem, the person negotiating the con-
tract may object, saying he or she is
trying to stop the deal," he suggested.

"But I've seen so many homemade
contracts" that a risk management re-
view is essential, he asserted.

He also advised that risk managers
ask to see the entire contract, not just
the insurance-related or indemnifica-

tion-related provisions.
"You must get the entire contract so

you can read what's intended," he
said.

Contractual agreements that shift
risks through indemnification and
other provisions are common in many
commercial relationships, according
to Mr. Hummer.

In the construction industry, for ex-
ample, indemnification provisions are
often incorporated into the agree-
ments between the owners and their

general contractors and between the
general contractors and their subcon-
tractors as each party seeks protection
against future loss and damages aris-
ing from negligence at a job site, he
said.

'They've got to get you,
as a risk manager, the
contract immediately,'
says William L. Granahan
of Milliman & Roberlson.

Similarly, commercial real estate
lessors often require tenants to both
indemnify them and provide their
own insurance for losses, including
personalinjury and property damage.
which result from the tenant's busi-

ness operations, he continued.
Today, indemnifications from envi-

ronmentalliabilities are common fea-

tures in agreements to purchase real
estate or other corporate assets, ac-
cording to Mr. Hummer.

While companies often attempt to
insure the contractual risk being
transferred, such as by narning the
party being indemnified as an addi-
tional insured, there are limitations
and potential pitfalls if the contracts
are not properly drafted, he said.

For example, some states prohibit
transferring certain risks, especially
when doing so violates public policy,
he said.

In some industries "there is a great
deal of risk to persons or property,
and the law wants to encourage peo-
ple to be careful, and indemnity pro-
visions essentially encourage people
not to be careful, because they know
they will not bear the financial risk,"
he explained.

To avoid the possibility that a court
may nulli an indemnification provi-
sion in a contract, Mr. Hummer sug-
gests that a severability provision be
included that would allow the portion
that violates the law to be cut out

while letting the remainder of the
agreement stand.

Risk managers need to realize that
indemnification agreements don't re-
ally transfer risk, he pointed out.
Rather, they merely provide a promise
to pay damages owed by another par-
ty to the contract.

Therefore, 'if you have an indemni-
fication agreement from another com-
pany, you are still subject to suit by an
injured party, and a judgment will be
entered on that suit, and you will be
obligated to pay that judgment unless
and until the party that agreed to in-
dernnify you satisfies that obligation,"
he said.

Because it's possible that not all of
a risk will be transferred by an indem-
nification agreement, Mr. Hummer
advises risk managers to consider
purchasing insurance.

"This shifts the liability to the in-
surance company," he said.

Mr. Granahan coordinated the ses-
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Risk managers use
Internet most often

for e mail, informatio

GRAPHIC B" MIKE GARVEY

Nine out of 10 risk managers are
cruising the Internet, with about
three-quarters venturing into cy-

berspace at least once a day.
Sending electronic mail tops

risk managers' online activities,
followed closely by conducting re-
search and gathering news.

Those are among the results of

an informal survey conducted by
Business Insurance during the an-
nual Risk & Insurance Manage-

ment Society Inc. conference to
take a snapshot of attendees' In-
ternet usage and pref'erences.

Of 146 respondents, nearly
half-48.6%-were risk Inan-

agers, with consultants account-
ing for 10.7%; agents or brokers.
8.2%; insurers. 6.8%: and miscel-

laneous others comprising the re-
mainder.

Among all respondents, 93.1%
have access to the Internet. Of'

those without access, 60% plan to
obtain access by year-end, while
30% have no plans to go online
and 10% were unsure.

Risk managers reported similar
experience, with 91.5% having In-
ternet access. Of the risk man-

agers not online, 66.6% plan to
obtain access by year-end. while
16.6% said they do not and an

equal percentage reported being
unsure.

Among all respondents with ac-
cess, 48.5% access the Internet

several times daily, while 31.6%
access the Net once a day. Anoth-
er 15.4% gain access weekly. with
the remainder logging in on a
monthly basis or less.

Among risk managers, 43% ac-
cess the Net several times a day,
while 33.8% access it once a day,
16.9% have weekly access, and
the remainder have less frequent
access.

Sending e-mail was the most
popular ilse of the Internet, cited
by 899/6 of all respondents with
Internet access and 87.7% of the

HOME

risk managers.
The second most popular use

was for conducting research, cited
by 81.6% of all respondents and
76.9% of risk managers.

Other Internet uses included:

• News, 73.5% of all respon-
dents and 73.8% of risk managers.

• Exchange of information.
47.8% of all respondents and
47.7% of risk managers.

• Entertainment, 21.3% of all

respondents and 16.9% of risk
managers.

• Shopping, 12.5% of all respon-
dents and 10.8% of risk managers.

The majority of respondents see
no use of the Internet for insur-

ance purchases, the survey found.
Among all respondents, 67.1%

would not use the Internet to pur-

chase personal lines coverages,
while 29.4% would buy personal
insurance online. The remainder

reported being unsure or did not
answer.

An even greater percentage,
78.1%, would not buy commercial
lines coverage over the Net, while
13.7% would do so.

Among risk managers, 76.1%
would not buy personal lines in-
suranceonline, and 88.7% would

not buy commercial lines cover-
age.

About one in five risk managers,
or 22.5%, would, however, buy
personal lines insurance on the
Internet. Only 8.5% said they
would be willing to buy commer-
cial lines coverage over the Inter-
net.

Risk managers' online usage has
soared over the past three years.

A similar survey conducted at
the 1995 RIMS conference in San

Francisco found that only 35% of
risk managers used an online ser-
vice, such as America Online or

RIMSNET, compared with the
more than 90% that today have
online access to the Internet (BI,
May 8.1995). [El
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Ruling
Continued from page 2
to the county.

In overturning the lower court
decision, the appellate court fo-
cused on language in the Insurance
Code, which the state Legislature
amended in 1997. The code states

that covered claims do not include

"any obligations to any state or to
the federal government."

CIGA had successfully argued in
the lower court that this language
covered county governments as
well. But the appellate decision
ruled that CIGA's argument "rests
on an ungrammatical reading of
the critical text."

In addition, "the clear implica-
tion from the way the word 'state'
is used in the Insurance Code is

that the Legislature did not intend
the word to include local govern-
ment bodies."

"If one were to diagram the sen-
tence, one would see that the

words 'to any state' and 'to the fed-
eral government' are both parallel
modifications of the words 'any
obligations'. . .so 'state' can stand
on its own."

"There are several ways the Leg-
islature might have phrased the
statute if it had wanted to convey
the idea that it should apply to
'any state government.' The Legis-
lature could have written very sim-
ply: 'to any state or federal govern-
ment.' Or, more explicitly, it might
have said: 'to any level of state or
federal government.' Or even: 'to
any governmental body, local,
state or federal, , , said the deci-

sion.

"There are numerous places else-
where in the Insurance Code where

the Legislature felt compelled to
elaborate on the various levels and

AMAC
Continued from page 2

"When two companies merge, you
are going to end up with one compa-
ny, and that company" may not have
been interested in joining a Iisk reten-
tion group, Mr. Dunn said.

Business written by the risk reten-
tion group, which provided limits
from $1 million to $5 million, has de-
clined dramatically over the past few
years. Last year, it produced net writ-
ten premiums of $54,000, down from
just under $300,000 in 1996 and $1.1
million in 1995.

The risk retention group, though, is
expected to have sufficient assets to
cover liabilities as claims are paid, ac-
cording to Iowa Department of Insur-
ance officials. At year-end 1997,
AMAC had about $6.5 million in as-
sets and $3 million in liabilities.

The winding down of AMAC will
bring an end to yet another risk reten-
tion group. Of the 128 risk retention
groups formed since Congress passed
legislation allowing the special-pur-
pose, multiple-owner captive insurers
to operate nationwide after being li-
censed in one state, 35 have voluntar-
ily ceased operations, are being run
off, have been declared insolvent, are
in rehabilitation or never actually be-
gan operations, according to The Risk
Retention Reporter, a Pasadena,
Calif.-based newsletter that covers

the industry.
In recent years, the number of risk

retention groups operating has re-
mained stable at just under 'ICI. While
some risk retention groups can't com-
pete over the long haul with con-lrner-
cial insurers, new groups continue to
be launched.

"If you want to do business nation-
wide, RRGs can be very attractive.
You don't need a fronting carrier, and
there are no rate and form restric-

tions," said Jon Harkavy, vp and gen-
eral counsel with USA Risk Services

in Arlington, Va. Ill

forms of government which exist
by virtue of state law. . . .The logi-
cal and natural reading of the
statute, then, is that covered claims

do not include obligations to 'any
state.' Period."

The decision also says the Cali-
fornia Legislature does not use the
word "state' elsewhere in the In-

surance Code to include local gov-
ernment bodies While these other

examples do not deal directly with
CIGA, it is also ' inescapably clear '
that the Legislature does not con-
sider the word -state" as short-

hand for political subdivisions or
districts "or some variation on that

theme," the court ruled.

"Time and again the Legislature
felt the need to add such extra

words," it said.

The decision also noted that, for
purposes of tort claims, the Legis-
lature distinguishes local public
entities from the state. It would,

therefore, make sense for the Leg-

islature to permit them to press
claims against CIGA while pro-
hibiting the collection of claims by
the state itself, the court said.

"The statute thus boils down to

the Legislature's decision as to
who should bear a loss as between

'Now CIGA has to pay
claims that I think the

insurance industry
never envisioned,' says
Thomas L. Wilson.

local governments and CIGA. And
as between forcing a loss on CIGA
or on the taxpayers, it is hardly ab-
surd to prefer the taxpayers over
CIGA," the decision states.

Commenting on the decision,
Thomas L. Wilson of Los Angeles-
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So, beR,re your risks take on global proportions, call us.

based Martin, Wilson, Erickson &

MacDowell, who was originally
hired by Citation to represent FST
in the litigation and has since been
retained by CIGA, said the deci-
sion is significant. "Itt's unfortu-
nate," he said, contending that the
guaranty association's fund is to be
used for "fairly specific purposes"
and was not set up for claims by
the state.

"It's pretty clear to me that the
statute was never intended to pay
for the claims (from governmental
agencies) because CIGA is a fund
of last resort, and insurance com-
panies have to contribute to it,"
said Mr. Wilson. "I think it would

have been a better opinion had it
been more limited. Now CIGA has

to pay claims that I think the in-
surance industry never envi-
sioned," he said.

"Private insurance companies
are going to be funding claims by
governmental entities that are

,Buseness insurance, May 11, 1998 / 55

brought against insolvent insurers,
and I don't think they had that in
mind," added Mr. Wilson, who said
no decision has been made as to

whether to appeal.
"We think it was right," said

Thomas Agin, assistant county
counsel for Orange County, who
agreed the case is significant. He
noted that the same day the deci-
sion came out, the same court cited
it to support its decision in
College County Community Col-
lege District us. CM School Suppli,
Co., which it described as a com-
panion case. In that decision, the
court said community college dis-
tricts can be distinguished from
the state as well and also can col-

lect funds from CIGA.

.

County of Orange us. FST Sand
& Gravel Inc., No. 6020355, Court
of Appeal of the State of Califor-
nia, Fourth Appellate District, Di-
vision Three.
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Duty to defend remains
if employer sues worker

LOS ANGELES-An employer's
insurer must pay for the defense of a
covered employee even if the employ-
er is the one suing the employee for a
wrongful act, a California appellate
court has ruled.

"We see nothing unfair or illogical
in providing appellant with a defense
that would have been available to her

had the suit been brought by a third
party," said the agpellate court n Los
Angeles in Gladys A. Alvarez rs.
Coregis Insurance Co.

The court noted in its April 29 rul-
ing that the allegations made against
Ms. Alvarez are still unproved and
may not be true, It is possible Ms. Al-
varez "was simply negligent or a mee
dupe for other persons," the decision
states.

Robert W. Keaster, an attorney
with Los Angeles-based Charlston,
Revich & Williams, who represented
Chicago-based Coregis in the case,
said an appealis being considered.

According to court papers, Pasade-
na, Calif.-based Victory Mor.tessori

Schools Inc. sued Ms. Alvarez, who
had been a bookkeeper there, and
others in 1995 accusing them of em-
bezzlement Cores#s, which had pro-
vided a "school package policy" to
Victory, refused to defend Ms. Al-
varez. She in turn then sued Coregis
for breach of contract and other

charges in connection with its refusal.
In overturning a lower court deci-

sion and ruling in her favor, the state
appeals court found that as an em-
ployee, she was an additionalinsured
under the policy and "the express
terms of the insurance policy require
a defense and do not exclude claims or

litigation between insureds." Howev-
er, there is no duty to pay claims stem-
ming from criminal acts including
embezzlement.

"The duty of an insurer to defend is
more extensive than the duty to in-
demnify," says the decision. "There-
fore, insurance policy provisions are
liberally construed in favor of the
broad duty to defend an insured, and
are narrowly construed against their}-
surer"

In response to Coregis' argumer_t
that Ms. Alvarez' actions were "out-

side the scope of employment," the
court said its policy did not define the
term. But, because she is charged with
misusing her position to embezz-e

n
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funds, "the alleged wrongdoing is
clearly within the scope" of her em-
ploymemt, the court reasoned

The court also ruled Coregis was
obligated to provide Ms. Alvarez with
a defense in connection with a related

suit filed against her by the Bank of
America.

Ms. Alvarez' attorney could not be
reached for comment.

California comp insurers'
fines increased in 1997

SAN FRANCISCO-California

state auditors issued nearly 10,000
penalty assessments total-ng $1.27
million against workers compensation
insurers and other claims administra-

toi's during 1997, the Department of
Industrial Relations' Division of

Worl:€rs' Compensation reported last
month.

The total penalty assessment
amount rose from $1.16 million in
199(] even though there were 4,000
fewer files audited during 1997. The
number of penalties increased by
3.3% and the average amount per as-
sessment increased 5.4%.

The numbers are unacceptably hidh
and they show that the industry needs
to improve its performance, said
Casey L. Young, administrative direc-

Accessible through licensed

Suiplus Lines brokers in forty-
seen States.

U
Unionamerica

Insurance

Company
Limited

An M Company USA

tor for the DWC. "Again this year we
are finding unacceptably high
amounts of unpaid compensation due
to injured workers, late payment of
benefits, and failure -Lo notify employ-
ees of their rights to benafits ina time-
ly manner," Mr. Young said.

Failure to provide proper benefit
notices to injured workers or sending
them late was the most conimon vio-

lation, accounting for more than 48%
of penalties.

Contractor seeks review

of CGL coverage ruling
LOS ANGELES-Peck/Jones

Construction Col'T. last week peti-
tioned the California Supreme Court
to review an appellate court ruling
that denied the general contractor
coverage for a missed completion
deadline.

The ruling "significantly diminish-
es" contrac.ors' ccve·age because of

the decision's broad language, said
Jerry A. Ramsey of Engstrom, Lip-
scom & Lack in Los Angeles, who
represents the contractor.

The second appellate district court
in Los Angeles found in Truck Insur-
ance Exchange et,11 vs. The Superior
Court of Los Angeles Countl that a
general contractoris commercial gen-
eral liability policy does not provide
coverage for the contractor's negli-
gent failure to meet a contractual
deadline for completion of a con-
struction project.

The decision is a "matter of concern

zo all contractors in the state," said
Mr. Ramsey.

According to the decision,
Peck/Jones had agreed in a contract
to complete an office building no lat-
er than July 30, 1989, but was eight
months late and subsequently was
sued.

Although it provided a defense, the
Los Angeles-based Truck Insurance
Exchange, which is part of the Farm-
ers Insurance Group, refused to pay
the morethan $2.2 million judgment,
pointing to the CGL policy's lan-
guage. Peck/Jones then sued for
breach of insurance contract and bad

faith.

In overturning a lower court deci-
sion and ruling in TIE's favor, the
court said liability for breach of con-
tract is not covered under the CGL

pohcy

Finding coverage for Peck/Jones
would "have the effect of making
(TIE) a sort of silent business partner
subject to great risk in the economic
venture without any prospects of
sharing in the economic benefit.

"The expansion of the scope of the
insurer's liability would be enormous
without corresponding compensa-
tion," said the court, quoting a deci-
sion m another case.

"I thought that the wrong decision
was reached," said Mr. Ramsey. "My
feeling is this was a. . .manuscripted
policy that was very favorable to
Peck/Jones on coverage issues" and
the policy's special features were not
addressed by the court.

TIE's attorney had no comment.

Kentucky's work comp
market back in black

LEXINGTON, Ky.-The work-
ers compensation residual market
in Kentucky reached a financial
milestone as it ended 1997 in the

black for the first time in 14 years.
The residual market reported an

underwriting gain of almost
$500,000 in its 1997 financial
statements, according to Ken-
tucky Employers' Mutual Insur-
ance. KEMI, the state's largest
writer of workers comp coverage,
assumed responsibility for residu-
al market operations in Septem-
ber 1995.

"Underwriting gain or loss is
just one measure of an insurance
company's financial condition
and efficiency, but it's an impor-
tant one," said Roger Fries, presi-
dent and chief executive officer of
KEMI.

KEMI's focus now is to continue

building an adequate surplus and
to maintain positive trends re-
flected in the 1997 report, it said
in a statement. £11



Global Briefs

Japanese insurer Sumitomo Corp. and
Zurich, Switzerland-based Zurich In-
surance Co. have joined forces to offer
risk financing services to Japanese cor-
porations. The operation is expected to
start next month and will offer a variety
of risk financing products, including
captive insurance management, through
Bluewell Insurance Brokers Corp., a
Sumitomo unit. . . .A.M. Best Europe
Ltd. has upgraded its rating of London-
based Terra Nova Insurance Co. Ltd.
and Bermuda-based Terra Nova

(Bermuda) Insurance Co. Ltd. to A, or
excellent, from A-, Best Europe said the
rating reflects the Terra Nova group's
"excellent financial performance, liq-
uidity and conservative investment
strategy." The rating agency also cited
experienced management, improving fi-
nancial performance and expanding ge-
ographic presence as positive fea-
tures. . . .Swiss Reinsurance Co. has

agreed to purchase USF&G Corp. unit
Falcon Asset Management. The sale,
whose terms were not disclosed but is

expected to be completed in June, will
expand Swiss Re's asset and liability
management business. Baltimore-based
USF&G announced plans earlier this
year to merge with The St. Paul Cos. Inc.
(BI, Jan. 26)... .Stephen Pearson has
been appointed a partner in the insur-
ance and reinsurance group of City of
London law firm Gouldens... .Sedgwick
Ltd., the U.K. unit of Sedgwick Group
P.L.C., has allied with PLC Consultancy
Services to offer Fraudline, a new fraud
hot line to employer clients. The service
allows employees to call a confidential
telephone number without fear of retri-
bution if they are concerned fraud is be-
ing committed in the workplace. Sub-
scribers pay an annual fee, plus a fee per
call made to the service. . . .London law

firm Lovell White Durrant has intro-

duced insurance legal services to its New
York office with the appointment of
Gary Lee as head of a new team. Partner
Gail Goering and Associate Jordan Rud-
nick also will be joining the team, which
will focus on insurance and reinsurance

dispute resolution and international in-
surance insolvency. . . .European Com-
mission competition regulators have ap-
proved the merger between U.K. multi-
line insurers General Accident P.L.C.

and Commercial Union P.L.C. Approval
is still being sought from U.S. regula-
tors. . . .Lloyd's corporate investor

Angerstein Underwriting Trust P.L.C. is
to merge its managing agency opera-
tions, JE Mumford (Underwriting Agen-
cies) Ltd. and PB Coffey (Underwriting
Agency) Ltd., to form Angerstein Under-
writing Ltd. Subject to approval, the
new agency will operate beginning next
month, headed by John Mumford as
chief executive and Martin Hewett as

managing director. . . .London-based in-
ternational loss adjuster CCS Global has
entered an agreement with U.K. loss ad-
juster Davies & Co. to set up the first
stage of a planned global network.
Davies will supply CCS Global, part of
the Eastgate Group, with U.K. support
through its 26 offices. . . .TIG Reinsur-
ance Co. has appointed Peter N. Middle-
ton senior vp and general manager of
TIG Re's London branch office. Mr.

Middleton previously was general man-
ager-international underwriting for St.
Paul Re in London and before that

served as chief executive of Lloyd's of
London . . .Skandia Insurance Co. Ltd. is

not looking to be acquired, according to
Harry Voss, head of group business con-
trol at the Stockholm, Sweden-based in-
surer. While stock analysts recently have
said Skandia is a potential acquisition

target, Mr. Voss said last week that
Skandia plans to concentrate on its core
business areas of retirement plans, prop-
erty/casualty insurance and asset man-
agernent.

INTERNATIONAL

Spain mine pollution covered
SEVILLE, Spain-Canadian-

Swedish mining company Boli-
den Ltd has insurance coverage
for last month's pollution inci-
dent at its Los Frailes mine in

southern Spain, but the compa-
ny is awaiting consultants' re-
ports before it can assess the ex-
tent of the damage.

James Borland, vp of invest-
or relations at Toronto-based

Boliden, said the organization's
full insurance coverage for the
incident includes liability and
business interruption eover-
ages.

Mr. Borland could not provide
any further information about
Bolid€n's insurance.

The accident happened late
last month, when a dike retain-
ing a tailings pond burst, releas-

ing an estimated 175.5 million
cubic feet of contaminated wa-

ter into the Rio Agrio near Az-
nalcollar in Andalusia.

The incident resulted in 8 mil-

lion tons of acidic mud being
dumped along the banks of the
Rio Guadiamar, the river into
which the Agrio runs.

Although reports are being
prepared by independent con-
sultants from Sweden, Spain
and Canada and the local gov-
ernment authorities, Mr. Bor-
land said preliminary indica-
tions are that the earth gave
way beneath the dam, causing it
to collapse.

Los Frailes started operating
late last year and was anticipat-
ed to mine up to 4.4 million tons

See Mine on next page

PHOTO: AFP

An aerial view shows the broken dam that released contaminat-

ed water late last month in southern Spain.

Australian risk surveys show division
Small, medium-sized companies question need for risk management: Study

By YVETTE HIGGINS some corporations are slow to implement they think it is "counter to sales maximiza-
risk management procedures, said Robin tion."

While large Australian companies gener- Low, a partner in the risk and control prac- The Melbourne, Australia-based Aus-
ally employ good risk management prac- tice of Coopers & Lybrand in Sydney. tralian Securities Commission, the federal
tices, many small and medium-size busi- The Australian study was part of an in- regulatory authority for companies, defines
nesses do not understand she need for risk ternational survey of 140 large corporations SMEs as businesses with annual consoli-

management programs, two surveys show. in Australia, the United States, Canada, the dated gross revenues of less than $10 mil-
The New York office of Coopers & Ly- United Kingdom, France, Germany and the lion Australian ($6.4 million), assets of less

brand L.L.P. surveyed 20 major Australian Netherlands. than $5 million Australian ($3.2 million)
corporations last December. The results, re- A separate survey showed that small and and fewer than 50 employees.
leased this month, found that awareness of medium-size enterprises, also known as The survey was commissioned by the ASC
corporate governance requirements and the SMEs, are reluctant to implement risk and conducted by Melbourne-based market
need for risk management is growing, but management to minimize losses because See Australia on next page

Report recommends U.K. rail changes
By MATTHEW MacDERMOTT

-LONDON-A government in-
vestigation of a 1996 train crash
on the main rail line between

London and northwest England
lays blame for the accident on
driver error but also suggests
widespread improvement in the
risk management of Britain's
railways.

The U.K. Health and Safety
Executive's report character-
ized its recommendations as

"reasonably practical steps to-
ward the control of risks arising
from the operation of a railway
network."

The HSE added that the rec-

ommendations are not targeted
solely at Railtrack PLC, the
operator of the U.K.'s railway
infrastructure, and Silverlink
Train Services Ltd., the opera-
tor of the trains involved in the

1996 crash at Watford Junction,
but at all companies that build,
own, operate or maintain rail-
way services in the United
Kingdom. Under the U.K.'s pri-
vatized rail system, Railtrack is
responsible for infrastructure,
including signaling and tracks.
Separate companies own and
operate the trains.

The HSE report on the Wat-
ford crash makes 21 recommen-

dations for Railtrack and Sil-

verlink, previously known as
North London Railways. Rail-
track and Silverlink have two

months to address the recom-

mendations, or they could face
formal enforcement action from
the HSE. Railtrack said the

company will "study the recom-
mendations to see where valu-
able lessons can be learned and

applied."
Some of the recommenda-

tions are general improvements
to rail safety procedures, but
others relate specifically to as-
pects of the Watford crash.

One of the key recommenda-
tions is for Railtrack to investi-

gate the cost of installing an au-

tomatic train protection system,
which can be fitted to tracks to

prevent trains from passing red
signals. Before Britain's rail
system was privatized, British
Rail, the state-owned railway,
in 1994 ran a pilot test of an
ATP system but concluded it
was too expensive to be widely
adopted throughout Britain's
rail network.

The HSE has now asked Rail-

track to evaluate the full cost of

the Watford crash and other re-

cent accidents against the cost
of widespread implementation
of an ATP system on Britain's
railways. Railtrack would not

See Trains on page 59

Louvre theft aided by security limitations

PHOTO: AFP

This painting by Camille Corot was stolen earlier this month from
the Louvre in France during a free-admission Sunday when
20,000 visitors entered the museum between 9 a.m. and 1 pm

PARIS--The theft earlier this

month of a painting from the Musee
Louvre will not increase fine arts in-

surance rates but has raised scrutiny
of security at the Paris museum.

"Le Chemin de Sevres" by French
artist Camille Corot was stolen at the

beginning of this month from a
packed museum. Every first Sunday
of the month, gallery admission is free,
and about 20,000 people had entered
the museum between the 9 am open-
ing and the time the painting was
stolen, at around l p.m, The theft was
discovered shortly after it occurred.

The painting, measuring about 131/1
inches by 191/2 inches, had been valued
at 8 million French francs ($1.3 mil-
lion) for insurance purposes when it
was lent to another Parisian gallery,
the Grand Palais, for an exhibition.
But artwork that hangs in the govern-
ment-owned Louvre is covered by a
government indemnity, so the insur-
ance market will not bear the loss.

A spokeswoman for the I,ouvre said
the museum's security efforts are
hampered because the building was

designed in the 18th century to be a
palace, making it difficult to accom-
modate modern security systems.

The spokeswoman said the paint-
ing, which hung in the corner of a
gallery and away from the sight of se-
curity cameras, had been removed
from its wooden mounting without
any damage. Art experts say it would
have taken between five and 10 min-

utes to take the painting out of the
glass and off its wooden mounting and
say it is possible it had been stolen at a
collector's request. Although French
police have been interviewing numer-
ous people who visited the gallery that
day, it still is not known how many
people were involved in the theft.

The painting has been logged in the
Art Loss Register, a database of stolen
artworks used by international police
forces and art dealers around the

world.

This is the second theft from the

Louvre this year. In January, thieves
made off with a Greek stele, which has
not been recovered.

-By Sarah Goddwd
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Australia
Continued from previous page
research company Chant Link &
Associates Pty. Ltd.

The survey of 200 Victoria-based
manufacturers, retailers and ser-

vice providers late last year showed
manufacturers and professional
service businesses are slightly more
aware of risk management strate-
gies for reducing business risks and
more likely to conduct credit
checks as a systematic way to de-
termine risk than trade-oriented

businesses such as plumbing and
carpentry, which had a less-sophis-
ticated approach to regulatory
compliance and risk management.

Many SMEs surveyed had no
knowledge of corporate law and re-
lied heavily on external accoun-
tants to ensure they complied with
corporate governance and other le-
gal requirements, the report said.

Furthermore, the report found that
many SMEs' only risk management
strategies were to deal solely with
large, well-known suppliers and

INTERNATIONAL

are "preoccupied with making
brass widgets and finding cus-
tomers, and the risks of business
activities are peripheral."

'Risk management is linked to corporate
governance, which is about directors
giving assurances that their businesses are
well controlled,' says Robin Low.

"hope for the best."
Kevin Knight, the Brisbane, Aus-

tralia-based secretary and director
of the Federation of Asian, Pacific
& African Risk Management Orga-
nizations and risk management co-
ordinator-finance directorate of the

Queensland Department of Educa-
tion, said many small businesses

Risk management implementa-
tion in SMEs has to improve, and
industry associations-for example,
the Motor Trades Assn. of Queens-
land and the Australian Institute of

Company Directors-have a duty to
make them aware of risk manage-
ment, Mr. Knight said.

"Associations have to come to

grips with risk management so they
can provide risk management ser-
vices to members," he said.

Bruce Ferguson, director of the
Assn. of Risk & Insurance Man-

agers of Australasia and group risk
manager of the Sydney Water
Corp., said many an SME would
not implement risk management
and corporate governance until it
faced a claim, such as a directors

and officers liability lawsuit. Im-
plementing risk management pro-
cedures before a lawsuit. however,
could ensure the survival of a small

business, he said.

Jonathan Sesel, president of the
Australian Institute of Risk Man-

agement and senior manager-risk
management and compliance of
Sydney-based NRMA Ltd., said
SMEs tend to incorporate risk
management into daily business
practices rather than make it a sep-
arate function. He said larger cor-
porations have sophisticated struc-
tures that better lend themselves to

the introduction of risk manage-
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ment techniques.
Coopers & Lybrand's Ms. Low

said that, unlike many SMEs, Aus-
tralia's large corporations recog-
nize they can use risk management
to achieve corporate strategies.

Australia's large corporations
initially used risk management re-
actively to "limit the potential for
embarrassment," but now realize
"it made good business sense to use
it proactively to meet corporate
strategies," she said. "Risk manage-
ment has been driven by the need
for companies to deliver results.
They want to protect themselves
and take any opportunity to ensure
they meet business expectations."

Risk management requires cul-
tural change within an organiza-
tion, and that often is time-con-
suming and difficult, Ms. Low said.
But there has been a "marked im-

provement" among corporations'

that their businesses are well con-

trolled," she explained.
Mr. Knight said the development

of a risk management standard for
Australia and New Zealand three

years ago by an Australian federal
government body (BI, March 6,
1995), also encouraged risk man-
agement implementation, because
companies now have a benchmark
against which to audit.

Mr. Ferguson said the rate of risk
management implementation in or-
ganizations varies because of dif-
fering corporate cultures and man-
agement styles.

The Coopers & Lybrand survey
reinforced many of the findings of a
global survey conducted last year
by the accounting firm Price Wa-
terhouse. The earlier survey showed
that Australian companies were
adopting a more formal approach
to risk management (BI, Sept. 27,

Many small businesses are 'preoccupied
with making brass widgets and finding
customers, and the risks of business
activities are peripheral,' says Kevin Knight.

understanding of the need for and
benefits of risk management in the
past two years, she said.

Ms. Low said Australian corpora-
tions recognize the need to strive
for world-class practices. In addi-
tion, she said, the Australian Stock
Exchange requirement, introduced
in July 1996 was a catalyst for them
to introduce risk management. The
requirement compels listed compa-
nies to provide corporate gover-
nance information, including de-
tails of risk management activities,
in annual reports.

"Risk management is linked to
corporate governance, which is
about directors giving assurances

Mine
Continued from previous page
of ore at peak annual production.
When it started, Boliden estimat-
ed it would mine 2.3 million tons

of ore last year, producing 135.6
million pounds of zinc, 48.9 mil-
lion pounds of lead, 6.4 million
pounds of copper and 88,000
pounds of silver. Mr. Borland said
the company does not know how
long the mine will be out of pro-
duction.

More than 8,500 acres of crops
have been destroyed by the disas-
ter, according to the Spanish agri-
cultural ministry, which estimates
the related loss at $10 million. A
local farmers' association esti-

mates cleanup costs at $120 mil-
lion.

Boliden last week received ap-
proval from Spanish authorities
to start cleaning up the contami-
nation and has set up an emergen-
cy fund for local farmers. The
fund will compensate farmers for
loss of income from crops that
have been destroyed and soil that
cannot support a harvest, to be as-
sessed by an independent consul-
tant.

Boliden estimates the agree-
ment could cost up to $6.5 million,
but it will not be accepting liabil-
ity for the accident. If Boliden is
found liable, its third-party liabil-
ity coverage likely will fund the
payments.

Boliden President Anders Bu-

low has said Spanish courts may
ultimately decide responsibility
for cleanup costs. Spanish law can
levy hefty fines and prison sen-

1997).

Risk specialists at Price Water-
house offices throughout the world
interviewed 85 risk managers, se-
lected from major U.S., U.K. and
Australasian companies. The study
included 35 Australian risk man-

agers' views.

The Coopers & Lybrand survey is
not auaitabte to the public.

Free copies of the Australian Se-

cutities Commission survey are
available from Infotine, Australian
Securities Commission, 14-22 Grey
St., Traratgon, Victoria 3844; 61-
1300-300-630; e-mail: infoline@

asc.govau

tences on representatives of com-
panies that pollute.

Altogether, about 5,000 acres of
land were flooded by the mixture
of highly acidic water and heavy
metals, damaging crops and
killing wildlife. More than 13 tons
of dead fish have been collected

by volunteers, and local residents
have been warned not to drink

water from wells in the area or eat

locally caught fish.
Threats to the Donana National

Boliden President Anders

Bulow has said Spanish
courts may ultimately
decide responsibility for
cleanup costs.

Park, a United Nations World
Heritage Site near the affected
area, were averted when the water
was channeled into the Rio

Guadalquivir.
Visitors to the region were

warned not to buy fruit, seafood
or vegetables from roadside ven-
dors, as they may be contaminat-
ed with elements such as mercury
and lead, but representatives from
the Andalusian government said it
would destroy any contaminated
foodstuffs before they reach con-
sumers.

A few injuries were reported in
connection with the accident. It

was unclear if the Spanish gov-
ernment would create a disaster
fund.

-BY Sarah Goddard
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comment on losses from the Watford

crash nor insurance arrangements
for covering those losses. The HSE
estimates visible costs of the acci-

dent at "several million pounds."
The Watford incident occurred Aug.
8, 1996, when a full passenger train
and an empty passenger train
crashed at Watford Junction, killing
one passenger and injuring 69 (BI,

Aug. 19, 1996; Aug. 12, 1996).
The release of the HSE report was

delayed until recently because the
driver of the passenger train, Peter
Afford, was charged with

manslaughter by the British Trans-
port Police (BI, Jan. 27, 1997). The
HSE could not publish the report
while legal proceedings against the
driver were continuing.

Mr. Afford was found innocent in
Luton Crown Court on March 11.

There is no evidence to justify le-
gal proceedings against any other
parties involved in the Watford
crash, the HSE report concluded.

The primary cause of the accident
was Mr. Afford failing to stop at a
red track signal, the report states. It
said Mr. Afford did not react cor-

rectly to two yellow caution signals,
which should have prompted him to
slow down and prepare to stop by
the time he reached the red light.

When Mr. Afford saw the red sig-
nal and applied the brakes, his
train's speed carried it 222 yards

Damages
schedule

disputed
LONDON-Britain's highest

court, the House of Lords, is re-

viewing the amount of damages
awarded to accident victims in

three test cases using the so-
called Ogden Tables.

Each of the three victims ap-
pealed lower court decisions that
reduced by one-third their high-
er-than-usual injury compensa-
tion awarded by the U.K. High
Court. The High Court had based
the awards on the actuarial tables

developed by senior lawyer Sir
Michael Ogden that calculate per-
sonal injury awards according to
a fixed rate of return on index-

linked stocks (BI, Nov. 4, 1996).

If the House of Lords approves
the higher awards, insurers could
have to pay an additional £450
million ($749.7 million) in pend-
ing injury cases, said a spokesman
for the Assn. of British Insurers.

Meanwhile, the Manchester
High Court last week began hear-
ing a secondhand smoke liability
case. A nurse, Sylvia Sparrow, is
seeking unspecified damages
from her former employer, resi-
dential nursing home operator St.
Andrew's Homes Ltd. The nurse

claims she developed asthma and
severe chest problems because St.
Andrew's did not place her in a
smoke-free working environ-
rnent.

St. Andrew's officials could not
be reached last week.

If the court awards damages,
the case could set a precedent,
said Carol Brooks-Johnson, a
lawyer with Manchester law firm
Pannone & Partners. Other sec-
ondhand smoke claims filed so far

in the United Kingdom have been
settled out of court, she noted.

-By Carolyn Aldred

past the signal and across a junction
with another line. An empty passen-
ger train approaching on that line
was unable to avoid a collision with
Mr. Afford's train.

Although the HSE report put the
primary blame for the Watford
crash on Mr. Afford, the report also
said there were several "mitigating
and contributing factors" to the ac-
cident, including signal positioning,
reduced stopping distance and
braking system deficiencies.

Specifically, the report said one of
the yellow caution signals in the
Watford crash was placed in an in-
appropriate position, which con-
fused Mr. Afford. The HSE recom-
mends that Railtrack remove "am-

biguity" in its signaling.
The report said the positioning of

the red signal also gave Mr. Afford a
shorter-than-normal distance-

known as an overlap-in which to

INTERNATIONAL

stop before reaching a point where
the lines crossed. Railtrack should

identify all locations with insuffi-
cient overlaps, conduct risk assess-
ments and take appropriate action,
the HSE report sajd,

'Ambiguity' in signaling
helped lead to the
Watford rail accident,
says the Health and
Safety Executive report.

The HSE report also contends that
if the braking systems had been re-
placed with more advanced technol-
ogy, it is likely the train would have
stopped short of the junction with
the other line. The HSE has recom-

mended Silverlink quickly replace
the braking systems; on its passenger
trains.

Other recommendations by the
HSE include: adoption of a track
layout risk assessment to identify
the risk of collisions at specific .oca-
tions; identifying and prioritizing
junctions that require redesign or
additional safety measures; a review
of all current resignaling projects;
procedures to ensure effective driv-
er briefings; programs to identify
and reduce the number of incident-

prone drivers; a full audit of train
speed limits; extending the use of in-
formation obtained from on-board
train data recorders; and a review of

the quality of trains' interior fittings
under crash conditic,ns.

Only one day after the release of
the HSE report, there was a near
collision between two rush-hour

commuter trains at London's Can-

non Street station, a terminal for

city-bound travelers from southeast
England and Kent.

The near collision occurred when

an outbound train stopped within 6
feet of a London-bound train on the

same track. As one of the trains re-
versed into Cannon Street, the
wheels of one of its coaches left the

track. No passengers were hurt. A
spokeswoman for HSE said the
cause of the incident is not yet
known but that HSE investigations
are continuing.

On May 4, a freight train carrying
iron ore was derailed at Cardiff

South Junction in Wales, The HSE

spokeswoman said no other train
was involved and no one was in-

jured. She said the cause of the inci-
dent, in which 11 coaches derailed,
is not yet known, but the HSE is in-
vestigating the track and signals and
the train's load and speed. 91
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Transit Lamkln & MeGovern, blasted the that (Mr Arnold) lS out chasing surers, about 300 remsurers still In a written response to Lloyd's
Lloyd's syndicates charges as claims-well, damn right, he'd bet- have not commuted, among them 30 charges, Mr Owen also noted that
"scurnlous ard unfounded " ter be That's what his job is," Judge or 40 that represent large recover- Transit actually took the reinsurers'

Continued from page 1 "The incen:ive compensation of- Kinder said ables to the estate, Mr Owen said position in arguments before the
officers, Transit documents show fered to the receivership's key man- He added that a deferred compen- Transit estimates it w111 collect an- special master and that remsurers
(BI, May 4) agers is completely irrelevant to sation plan based on reinsurance re- other $400 million from remsurers themselves participated

"Transit has taken coverage posi- whether or not reinsurers are re- Coveries is "not such a bad thing" if between 1998 and 2003, allowing it "Although Transit will appeal
lions to create hal)ility to Transit quired to pay valid claims," Mr 11 retains Transit employees and ultimately to pay 48% of approved this ruhng Lloyd's should not be
pollcies even where the applicable Owen said m a writkn response to maxrmizes recoveries for the estate policyholder claims heard to complain, as they exercised
law and reported facts woUd:p- the charges "What's wrong with that?" he Transit representatives say their their right to participate in the de-
pear to create no liability," a He also pointed out that Lloyd's asked strategy has been to negotiate set- fense and they lost," Mr Owen said
Lloyd's syndica:e charged in a C ile syndicates k ave previously paid Other examples of alleged "claims
County court flhng Transit on similar claims from the chasing" cited by Lloyd's syndicate

Incentive bonuses basect on the same policyholders, have paid other 553 include

resultlng reinsurance recovenes cre- ceding insurers on some of the same 'The receivership clearly seeks to maximize • Transit's alleged use of another
ate "a confhct of interest that ma ces claims, and have killed Transit- ruling by the Cole County special
it virtually impossible" for Trar.sit which also assumed busmess as a its assets in collection actions on valid master on pollution claims filed by
managers "to honor their duty of ut- remsurer of Lloyd s-for some of Purex Industries The ruling allowsclaims. To do anything less would be stupidmost good faith to Transit's remsur- the same claims a Transit pohcyholder to allocate a
ers," Robert Kniti, a Chicago-based "They ]ust don't want to pay an of any cedent,' says James C. Owen. loss that would trigger policies in
partner of Lord, Bissell & Brook, insolven: That's the bottom lme," several years to the year in which it
representing underwriters at he said in an interview had the highest limits
Lloyd's, charged in a court hearing Cole County Circ-lit Judge Byron Syndicate 553 charges that Tran-
earher this year L Kinder, who supervises the Tran- sit has used the ruling to create huge

James C Owen, a partner with sit receiversmp, also sounds umm- Remsurers domg battle with tlements with reinsurers, but the re- pollution exposures from other pol-
Transit general counsel McCarthy, pressed by the bad faith charge Transit have not fared well in Mis- ceivership has also sued a number of leyholders "The receiver's reliance
Leonard, Kaemmerer, Owen, "When these reinsurers complain soun cozirts so far reinsurers that Mr Owen labels "re- on Purer is intended only to manu-

Last month, a special master ap- calcitrant " facture a purported 'legal' lustifica-

Letter.C pointed by Judge Kinder ordered Among these are Lloyd's under- tion for the allocation of large losses
the 15 Lloyd's syndicates to post a wnters and Winterthur, which to Transit's years of coverage when
total of $26 6 milhon in letters of Transit has accused in three law- the real purpose is maximization of

Continued from page 8 underwriters loss control engineers credit to secure Transit's paid losses suits of breach of contract and claims for remsurance recovery," its
cies m 90 days and claims management people-who and case reserves before their htiga- "vexatious delay" m paying claims, court fillngs states

Getting that huge ship to Trake previously only identified problems- tion with the receivership goes for- or bad faith Mr Owen denied this, saying that
tlght turns took time, but itall works and replacechemwith "solutionen- ward The Lloyd's syndicates had The reinsurers have all denied the Transit has reiected demands from
so smoothly now that it is a wonder it gineers' We trained our legal defense argued that the law did not require allegations and have countered with several pollcyholders based on the
could have taken a year or more to get team by teaching them the pnnciples such secumty bad-faith charges against Transit Purer decision, while allowmg such
a pollcy just 10 years ago of time/task management None of Earher this year, Cole County Cir- The first of these disputes sched- claims from other policyholders

Our brokers now complete 95"/0 of this would have been possible without cult Judge Thomas J Brown III sim- uled for trial-and the most thor- only when the facts fit "the Purex
their tasks on time, and for those they their absolute commitment to world ilarly ordered Winterthur Swiss In- oughly pleaded to date-is a case mold "
miss, there generally is a pretty decent class customer semnee surance Co, another Transit rein- pitting Transit agamst Lloyd's Syn- Rather than appeal the ruling,
reason Our goal is 100%, and I expect In cordusion, if you are not happy surer represented by Lord, Bissell, dicate 553, which was managed by Transit settled with Purex for 25%
them to reach that goal this year withthequalityofservices being pro- to post $17 milhon in LOCs before C J Warrilow and which Transit of its claim, Mr Owen added Tran-

Each person who works on this ac- vided, take matters mto your own htigating claims with tansit claims owes it $1 2 minion on paid sit also feared that a loss in the ap-
count is a member of my rtsk mar age- hands Beccme the leader they need Judge Brown also disqualified losses and $9 6 million for case re- peals court could broaden the Purez
ment team Each is supported b, me Handpck those folks you want to Lord, Bissell from representing serves decision and create huge additional
and spreads tne "gospel' of world work with you There is no room for Winterthur m Cole County court, a The Lloyd's syndicate charges habihties for the estate, he said
class rlsk management every day those who can't perform up to the ruling the Missouri Supreme Court that Transit "has breached its duty • Transit's refusal to accept a

We have developed more new prod- standards yo-1 set Look to yourself as later affirmed Turning aside stren- of utmost good faith to (reinsurers) waiver in which Signal Cos re-
ucts and broken down more bamers a manager, for the failure of the peo- uous objections from the law firm, by engaging in claims handling leased Transit and the California
to poor service m 10 years than a.1 the ple who woik for you is your failure to Judge Brown found that Lord, Bis- practices that are intended to maxi- Insurance Guarantee Assn from
change the Industry exper.enced rn manage effectively sell has a confllct because another of mize Transit's reinsurance recover- further hability on a $23 million
the last 100 years Our programs are John C. Calkins its partners not mvolved in the rem- les To this end, Transit routmely al- engineering design liability clarm
unmatched and truly state of theart Director, Risk Management surance litigation represents state lows claims that would not be al- after Signal received the statutory

It is without any doubt, however, a T'he Stanley Works guaranty fund creditors of Transit lowed if Transit, and not its remsur- maximum of $499,000 from CIGA
two-way street We retrained brr,kers, New Bntam, Conn Judge Brown took over the Win- ers, were the ultimate payers of the Transit advised Signal it had no

terthur case after Lord, Bissell claims " right to release it and mvited the
sought to disqualify Judge Kinder Driving the allegedly improper company to file a claim agamst the
on the grounds that Judge Kmder's claims handling is Transit's de- receivership for the $18 milhon dif-

Services Guide wife works for a Jefferson City lob- ferred compensation arrangement, ference, Signal did, and Transit is
bylng firm owned by Thomas W which is tied to reinsurance recover- now seeking to recover the full $2 3
McCarthy III, the lead partner of les and creates a conflict of mterest million from remsurers, Lloyd's
Transit counsel McCarthy, Leonard for Transit managers, lawyers for charges

Transit has filed a separate mo- the Lloyd's syndicates have Mr Owen said "the hand wntten

CPCU and IIA
lion to disquahfy Lord, Bissell in charged release in question lists the wrongcandidates
the Lloyd's remsurance litigation, In its court filings, Syndicate 553 policy number and would never

1 guarantee you will lea, n more,n tess time with
Reduce Health Plan Claims The Bu nham System - or your money back and that motion is pending, accord- cites several examples of Transit's have withstood (Signal's) challenge

Ray B Jinham CPCU CLU ARM ing to Mr Owen alleged "claims chasing," all of had Transit denied" its claim "It
Expense Through Audit and 19 Everett Street Southbridge MA 01550 Two weeks ago, lawyers for Tran- which Transit lawyers hotly deny would also have been patently un-
Control of Claims Adminis- Cal 1-8)0-GET-CPCU Now' sit and the Lloyd's underwriters For example, the Lloyd's syndi- fair and potentially unethical" to
tration. CTI's electronic were discussing the possibility of cate charges that the receivership deny the claim, he added

screening and statistical pro- mediatmg their dispute Those talks has set up reserves for asbestos The Cole County court has also
fell apart last week, though, and the property damage claims from W R ruled that state guaranty funds can

cess control techniques >ield FOR 1998 RATES AND two sides are now preparing to liti- Grace and National Gypsum even not agree to releases involving more
dramatic R.O.I. on audit costs

EDITORIAL CALENDAR gate, Mr Owen said though a federal appeals court rul- money than they have actually paid
Guaranteed results. Call "If (their) position is we're cnmi- ing in a case involving Grace ap- out, he said

Scott Butler at Claim Tech- CALL 312-649-5340 nals, what's the point of mediat- peared to let Transit off the hook for • Transit has allowed $2 million in
ing?" Mr Owen asked these claims claims from GAF even though GAF

nologies Inc. (800) 245-8813. Tnal of the first case, involving The 2nd U S CIrcuit Court of Ap- still owes $2 1 milhon in premiums,
Lloyd's Syndicate 553, is scheduled peals ruled in 1993 that Grace can the Lloyd's syndicate charges
to start in July only tap policies that covered the Mr Owen said the issue of premi-

Publishing in Transit, dubbed the "Titanic" of company when its products were in- ums due under GAF's retro-rated
insurance insolvencies by congres- stalled in buildings, installations policies has been resolved and that

Business Insur¢mee® sional mvestigators, collapsed in that had already stopped by the late Syndicate 553's $30,370 share of the
1985 after years of writing heavily 1970s Grace itself had previously premium has been allowed as a
reinsured Fortune 500 hablhty bum- agreed not to seek coverage under claim against the estate

UItitdilgilittiER'll'll'll'll'll.- ness The business has hammered post-1977 policies, and since Tran- Overall, Mr Owen insisted that
Transit with everything from pollu- sit's first policy for Grace incepted the validity of Transit's claims is the
tion and asbestos claims to mass in 1978, reinsurers say Transit has only relevant issue and that the

...........imnmm........... tort product hability losses no liability for these property dam- Lloyd's syndicates haven't shown
As of March 31, the Transit estate age claims that any of the paid claims are in-

.,.mvi1713;INY,imi:m,wAY,HY:!unmim;m[Imr reported total assets of $564 9 mil- In a ruling last month, though, a valid
hon and estimated unpaid habilities Cole County special master ap- "The receivership clearly seeks to
of $3 5 bilhon pointed by Judge Kinder rejected maximize its assets in collection ae-

The receivership has recovered a the 2nd Circuit decision as "mis- tions on valid claims To do any-
Call Now To Reserve Your Ad Space! total of $987 7 milhon in assets from gwded"and adopted an "injury-in- thing less would be stupid of any ce-

its inception to March 31, including fact" triggerrunning from installa- dent," hesaid
(312) 649 - 5340 $654 5 million m reinsurance recov- tion of asbestos products until their Every time Transit shows any

enes, and has distributed $2333 removal sign of good faith to the insureds,
million to Transit creditors, repre- According to Mr Owen, Transit Lloyd's considers it to be a violation

For adverllsinl information contact Cheryl Adeszko senting 25% of allowed pollcyhold- set its reserves recognizing that oth- of the duty to Lloyd's," Mr Owen

Classified & Services Guide Adwerlising, 740 North Rush Street Chicago Illinois 60611
er claims er state laws and other court rulings complained "The duties must be

While Transit has negotiated besides the 2nd Circuit's might have balanced, and Transit has done so inTelephone 1312) 649 5340 · Fax ¢312) 649 7937
commitations with scores of rein- governed Grace's claims all instances"
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ployer representatives contend that
by holding the briefing it assumed a
lobbying role and could prompt legis-
lators to add measures to increase

benefits to several bills now in the

Legislature.
Employer groups' complaints of un-

fairrepresentation center on two, so-
called employer representatives ap-
pointed to the commission by Demo-
cratic politicians who draw much of
their support from plaintifs attorneys
and labor.

One of those two commissioners,
Robert B. Steinberg, is a senior part-
ner in the Los Angeles firm of Rose,
Klein & Marias, which represents
plaintiffs and workers comp appli-
cants. Mr. Steinberg, who voted for
the resolution, was appointed to the
commission by former Speaker of the
Assembly Willie Brown, now San
Plranciscok mayor.

Commissioner Kristen Schwenk-

meyer was appointed by President
Pro Tem of the Senate Bill Lockyer.
She is a partner in Gordon &
Schwenkmeyer Inc., an El Segundo,
Calif., telemarketing firm that raises
funds for Democratic campaigns,
charities and progressive issues.

A vote for higher disability benefits
does not mean she is pro labor, said
Ms. Schwenkmeyer, whose company
employs 200 workers. There is not a
single employer viewpoint on the is-
sue, she said, and Sen. Lockyer has
never told her how to vote on commis-

sion items.

"I feel that I fairly represent em-
ployers because workers are the key
to any company's success, and it is im-
portant that they are treated fairly,"
Ms. Schwenlrmeyer said. "Our study
showed that the present permanent
disability schedule is grossly under-
paying workers with permanent dis-
abilities, and we need to take steps to
fairly compensate the injured work-
er:'

Neither Mr. Steinberg nor Tom
Rankin, president of the California la-
bor federation AFL-CIO in Sacra-
mento and current chairman of the

commission, could be reached for
comment.

Christine Baker, the commission's
executive officer, said that Mr. Stein-
berg and Ms. Schwenkmeyer have not
consistently voted in favor of labor.

Sacramento insiders familiar with

workers compensation say that em-
ployer claims of an unfair balance on
the commission is not new. However,
they note that the commission's rec-
ommendation for increased perma-
nent partial disability benefits is the
first action pitting labor interests
against those of employers.

"It has the potential of unhinging
the whole commission concept," said
Gregory Vach, director of workers
compensation for Interstate Brands
Corp. in San Diego.

"If you don't have a balance, who is
going to believe it is a credible com-
mission? We have been laboring under
that problem for years. Now, when
the rubber hits the road on this kind

of thing, it's pretty tough," said Mr.
Vach, who was appointed as an em-
ployer representative to the commis-
sion by Republican Gov. Pete Wilson.

The commission, created by 1993
workers compensation reform legisla-
tion, is charged with recommending
modifications to improve the workers
compensation system. The legislation
that established the commission also

states that employers and workers are
to be evenly represented.

California employer groups say a
benefit increase may be necessary, but
it should not be based solely on
RAND's findings.

RAND's Institute for Civil Justice

released its report last fall (BI, Nov.
24, 1997). RAND researchers found
that claimants injured in 1991 and
1992 receive substantially lower

wages than employees in a control
group. The state's permanent partial
disability benefits compensate for
only "a small fraction of wage loss for
the vast majority of workers with mi-
nor permanent partial disabilities,"
the RAND study concluded.

In the first four to five years afte an
injury, PPD claimants' earnings were
about 40% less than workers in the

control group, researchers found.
RAND's study which was commis-

sioned by the CHSWC, noted that the
goal of California's permanent partial
disability compensation is to replace
two-thirds of lost wages.

Employers and insurers, however,
dispute that the purpose of PPD ben-
efits is to replace lost wages.

Among the faults employers cite
with the study are: it lacks data on
self-insured companies, which are
more apt to have aggressive return to
work programs; it is based on reces-
sion-year data; and it does not take
into account the fact that many low-

wage workers with injuries moved or
changed jobs rather than returned to
work.

Rand acknowledged some weak-
nesses in the study and has recom-
mended additional research, which

the commission supports (BI, Nov. 24,
1997).

The commission's Ms. Schwenk-

meyer said there is a need to continue
the study of wage loss.

"However, we can't continue to

postpone increases waiting for a fu-
ture study when we already know
there is a significant underpayment,"
she said.

In addition to arguing that the rec-
ommendation to raise benefits was

based on flawed research, employer
groups say the commission also voted
on the resolution with little warning.

"It was not an agenda item, and
there was no debate," said Joseph E.
Markey, association manager and leg-
islative advocate for the California

Self-Insurers Assn., whose members

include self-insured employers in the
state. "It was an internal decision by
the commissioners without prior no-
tice to the public."

Mr. Markey also said that he is "not
real pleased with the makeup of the
commission from the standpoint of its
representation of employers."

The vote for a resolution calling for
a benefits increase was not on the

agenda for the April 16 meeting, but it
had been a discussion point for
months, the CHSWC's Ms. Baker said.

One of the CHSWC's employer rep-
resentatives was not present during
the meeting, and the resolution re-
ceived six votes in favor with one ab-
stention.

"The bottom line" on the commis-

sion "is it is not a 4-4 split. The party
lines came to the forefront on this

one," said Jill Dulich, regional direc-
tor for Marriott International Inc.
Claims Services for the Western Re-

gion in Santa Ana, Calif. Ms. Dulich
also is chairman of Californians for

This isnot anaccident
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Compensation Reform, an employer-
backed lobbying organization.

Commission member Mr. Vach said

he abstained rather than vote against
the resolution because he does not

Satly oppose a benefits increase.
However, he is troubled by the han-
dling of the vote and its implications.

"It was too abrupt, there was not
any discussion on it before the vote,"
Mr. Vach said. "There is a need to in-

crease benefits in certain types of cas-
es and for certain individuals, but we
haven't established who that is, and

giving a broad benefit increase is not
a wise use of money."

A key problem with raising workers
comp benefits is that it generally also
means an automatic increase in attor-

ney fees, employers say.
The state's Workers Compensation

Appeals Board regulates attorney
fees. By precedent, it has granted at-
torneys fee increases with little evalu-
ation every time comp benefits in-
crease, Mr. Vach said. ial

--



«

f

J r

A A

Disaster strikes when you least expect it. And it's even wcrse if you're not prepared for it.

If your reinsurer is spread too thin or pla3ued by past liabilities, ts capital may be getting the squeeze.

And if this happens you could set pasted by a risk that you thousht was covered.

So before you decide on a reinsirer, brush up on Signet Star.

We have the strength of over $950 million of policyholders' surplus and the benefit of being a member

of the W.R. Berkley group of companies. And our caoital isn't beins decayed by old environmental

impairment and asbestos liabilities.

This outstanding position has earned us an "A" (Excellent) ratins by A.M. Best and an

"AA-" claims-paying ability ratins from Sta idard and Pcor's.

Our business is reinsurance and we are totally committed to it.

Signet Star has six operatins divisions staffed with experts in the r respective fields, and we're Browing.

To avoid a brush with disaster call Signet Star.

Alternative Markets Division, Florham Park, New Jersey
Facultative ReSources, Inc.,

Stamford, Connecticut; Atlanta, Georgia; Schaumburs, Illinois

Fidelity & Surety Division, Schaumburg, Illinois
Latin American & Caribbean Division, Coral Gables, Florida

Professional Liability Treaty Division, Florham Park, New Jersey

Property & Casualty Treaty Division, Florham Park, New Jersey

 CAPITAL
Sigrvzt 47

A MEMBER COMPANY OFW R BERKLEY CORPOON 
yOU CAN bAN k ON.



Commentary

Quality score card
a starting point

Despite its shortcomings, "The Quality Score Card for the
Property/Casualty Insurance Industry" issued recently by the
Risk & Insurance Management Society Inc. and The Quality
Insurance Congress is sure to do more good than harm.

"That's easy for you to say," I can hear many industry exec-
utives saying who are dissatisfied with the score card, either
because they don't like the scores their companies received or
because their companies were not scored.

Putting myself in the shoes of a chief executive officer whose
company was scored below others or not scored at all, I can
sympathize. But as an observer of the commercialinsurance
business, I think it is unrealistic to have expected more of the
first score card than was delivered.

Dealing first with the scores, they were predictable.
In letter-grade terms, the industry as a whole earned a "D,"

and only a few companies eked out a "B" for performance,
while suffering a "C" for customer satisfaction.

Why is anyone surprised?
Have they not been listening to their customers at confer-

ences and seminars around the country and in business meet-
ings or over dinners? I cannot remember once in 21 yeans hear-
ing a risk manager extol the virtues of a brokerage, insurer or

 third-party administrator. I have given up counting the timesI have heard risk managers complain
about unresponsive-or, worse, irrespon-
sible-brokerages, insurens and TPAs.

That is not to say, however, that I have
not heard risk managers sing the praises of
an individual at a brokerage, insurer or
claims administrator. But too often those

songs of praise have included verses on
how that individual broker, underwriter
or claims person had to go to heroic efforts
to overcome corporate and institutional
bureaucracies to accomplish a goal.

So if you ask a risk manager to score a
company, I think he or she will score the totality of the experi-
ence, not what an individual working on his or her business
was able to accomplish.

And what of those who complain that the score card rates
too few companies?

It's a fair criticism, but the effort had to start somewhere.
Now that it is out there and everyone is talking about the re-
sults, it is likely that more risk managers will stop and fill out
the questionnaire the next time they receive it. This, in turn,
will give researchers more data to score more companies.

Many risk managers have admitted after seeing the results
of the first score card that they are sorry they did not Ell one
Out.

The fact that too few brokers and insurers are scored and no

TPAs are scored is not suicient reason to delay the release of
the score card, as some executives have suggested.

This first score card will help improve the quality of prod-
ucts and services demanded by risk managers and delivered
by the industry.

No longer will vendors be able to operate on a pass/fail ba-
sis, under which failure is defined only by the loss of a client.
Vendors now will be forced by this score card to work for an

The score card also serves to focus both risk managers and
the industry on key factors that customers consider important
in judging performance and satisfaction. This alone will open
many new dialogues between customers and their vendors.

Finally, the score card is forcing vendors to take a hard look
at themselves. While some scores may not be fair or accurate,
they certainly reflect customer perceptions. And, in this case,
perception is reality.

If a poor score is due to misperceptions, the company has to
do a better job of demonstrating its expertise and showcasing
its employees.

Some executives have questioned why Willis Corroon Group
P.L.C. outscored the other brokers, noting that Willis was the
driving force behind the QIC. I see nothing underhanded at
work here; Willis no longer even has a representative on the
QIC executive committee.

And, if Willis' scores were enhanced because of its earlypub-
lic involvement with the QIC, it shows that vendors will in-
deed benefit from affiliation with quality improvement ef-
forts.

Publisher and Editorial Director Kathryn J. Mcintyre and
Editor Paul D. Winston publish columns on alternate weeks.
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Businesses critical of EPAWeb site
By MARK A. HOFMANN

WASHINGTON-Business groups
fear that information in a new gov-
ernment database of environmental

mishaps and violations at selected in-
dustrial facilities is not accurate

enough to provide a true picture of
companies' environmental record.

And, even though representatives of
the industries included in the

database say that merely being on the
list won't increase their legal exposure
to pollution-related lawsuits, they
fear that the US. Environmental Pro-

tection Agency eventually could add a
controversial toxicity weighting rat-
ing system to its new Sector Facility
Indexing Project, which the agency
has posted on the Internet.

The EPA initially planned to in-
clude the toxicity weighting system
but has held off publishing it.

The pilot program, unveiled May 1
by EPA Administrator Carol M.
Browner, contains information on 653
facilities in five industrial sectors: au-

tomobile assembly; iron and steel
manufacturing; petroleum refining;
primary smelting and refining of non-
ferrous metals, such as aluminum and
copper; and pulp manufacturing.

An EPA spokeswoman said last
week the agency plans to add other

industries to the database if the pilot
project works as planned, though no
timetable for additions has been set.

She added that the agency is "re-
viewing options as to how often to up-
date" information regarding the five
industry groups already listed. She
said the EPA plans to update the data
in mid-July, but there is no firm
timetable for additional updates. The
EPA spokeswoman also noted that
the updates would not be subject to
industry review before publication.

As she unveiled the index at a news

conference, Ms. Browner said "pro-
viding the public with basic environ-
mental information about their com-

munities is one of the most powerful
tools available for protecting public
health and the environment."

She said that for each facility listed,
"all of the information already re-

Buffett
Continued from page 2
duced by the chairman as"this hyper-
active fellow over here."

Asked about the eSect of the insur-

ance industry consolidation's on
Berkshire's insurance business, Mr.
Buffett noted that though consolida-
tion continues to be a significant de-
velopment in the insurance industry,
"there is no merger that has taken
place that has an effect either on
GEICO or our reinsurance business."

On the reinsurance front, "lack of
fear" by some competitors has caused
them to pdce coverage below the lev-
el appropriate for the risks they're
covering, a trend that probably will
continue, Mr. Buffett opined

Inappropriate pricing is especially
possible in high4evel catastrophe
reinsurance, whem the infrequency of
events can leave a company that un-
derpriced coverage believing it has
profited for years before the big loss
occurs and wipes it out.

"The super-cat business you can
price wrong...you can be pricing it at
half of what it should be priced at,"
Mr. Buffett said. "When you are sell-
ing insurance against very infrequent
events, you can totally misprice it and
not 1mow about it for a long time."

And, addreging catastrophe bonds,
Mr. Buffett said, "Super-cat bonds
open up that possibility very wide"
and also create new potential for
''dumb investors."

But, he said, catastrophe bonds are
"very likely to be a competitive factor
that brings our volume down a lot. It

quired under the Clean Water Act, the
Clean Air Act, inspections, violations,
enforcement actions and toxic releas-

es, will now be available in one place."
The fact that the information will

be available to the public online does-
n't bother the industries affected. The

quality of the information does.
"Merely being on the list does not

give rise to liability," said Julie Beck-
er, senior counsel for the Washington-
based American Automobile Manu-

facturers Assn., which represents the
"Big Three" automakers.

She said that much of the data deals

with permitted chemical releases.
"We're not concerned about being

Iron & Steel Mills Data Access

The EPA's World Wide Web site.

on the list; we believe the public has a
right to know. It's what's presented
and how it's presented that concerns
us," said Larry Slimak, director-facil-
ity environment department in the
Detroit office of the AAMA.

Mr. Slimak said the lists could mis-

lead the public about a facility's com-
pliance record, because the listing
does not di:Eferentiate between minor

violations and major violations.
The AAMA is far from alone.

"While we haven't gotten a final po-
sition statement, we continue to have
concerns about known database er-

ror's, the proposed hazard index
which is still in play, and improper
characterization of manufacturing
sites" because the site does not differ-

entiate between paperwork errors

won't affect our premiums."
"We very likely will do a whole lot

less super-cat business in the next few
years," Mr. Buffett said. But, he
added, "(Insurance) is a business that,

if you exercise some discipline, you
should find some ways to make mon-
ey, but it won't necessarily be the
same way."

Answering a question about what
"keeps him awake at night," Mr. Buf-
fett said he has no worries and cer-

tainly doesn't lose sleep over Berk-
shire's $1.5 billion reinsurance con-
tract with the California Earthquake
Authority, believing it was priced ap-
propriately and, as such, is good busi-
ness for Berkshire.

"We could lose a billion dollars in a

California earthquake, but I'm not
concerned about it," he said.

"But," Mr. Buffett added, "I have a
sister who lives in California and told

her that if the dogs start running in
circles or something, call me quickly."

"We really have a wonderfulinsur-
ance business," Mr. Munger said. "In
addition to having a wonderful earn-
ing power, it is a lot less likely to get
clobbered than many other business-
es."

"It may sound strange, but we don't
see losing $1 billion in a California
earthquake as getting clobbered," Mr.
Buffett said. "That's part of doing
business."

In typical fashion, Mr. Buffett made
short work of the business portion of
the shareholders meeting, moving
through the company's annual busi-
ness meeting in under 10 minutes.

Amongthe othersubjects addressed
during the several hours of questions

and significant long-term permit vio-
lations, agreed Theresa K. Larson, di-
rector of environmental quality foI
the National Manufacturers Assn. in
Washington.

In a statementreleased in response
to the EPA's announcement, the
AAMA wrote that "a company that
voluntarily audits its facilities and
self-reports violations will be penal-
ized by higher facility non-compli-
ance. This is unfair to those firms that

make every effort to meet their envi-
ronmental and reporting obligations."

The Washington-based American
Petroleum Institute offered similaI

criticisms in a statement.

"Two items stand out in the

petroleum refining sector. First, th€
information on spills tends to be exag-
gerated because of the limited
database. Second, the reporting peri-

ters, and any violation, regardless of
kind or severity, reports that facility
out of compliance for the quarter"
meaning a late report has the same
weight as a serious air or water quali-
ty violation.

The API also noted that "at indus-

try's request last summer, several
companies reviewed their individual
environmental compliance records in
the EPA database. They found are-
markable number of errors. Subse-

quently, many of these companies
gave EPA corrections, and from OUI
reading today, not all the corrections
were made."

Mr. Slimak also said the AAMA re-

mains concerned about "EPA's earli-

er attempt to put in a toxicity rating
not based on sound science. We had

lots of concerns about how they were
crafting that." Critics, including state
environmental agency officials, had
said the EPA's methodology for the
proposed toxicity rating created erm-
neous comparisons.

The EPA spokeswoman said agen-
cy officials "still haven't decided'
whether to add the toxicity index to
the database in the future.

The SFIP can be accessed at

http.Uwuno.epa.gov/oeca/sfi.

that followed:

• Mr. Buffett said insurance opera-
tions will remain the most important
aspect of Berkshire Hathaway's port-
folio, though he noted the company
has "a lot of fun" with all its opera-
tions and doesn't have a strategic
plan, instead doing "what makes
sense."

And, added Mr. Munger, "I also
want to say proudly we have no mis-
sion statement."

• On how much time he devotes to

playing bridge, Mr. Buffett said: "We
should put this in the annual report. It
may be a material factor." He plays
about 10 hours a week, he said, hours
that come out of his reading time
"and I don't become any better for it."

• On a plan for successors for him-
self and Mr. Munger at Berkshire
Hathaway, Mr. Buffett said, "We're
not going to leave willingly," then he

have a letter identifying the individu-
als he and Mr. Munger see as appro-
priate replacements on the operating
and capital allocation ends of the
business, if necessary.

Mr. Munger suggested the compa-
ny's management is so solid it could
continue to perform well even if its
top 25 executives died. "It's been lov-
ingly put together to ensure a certain
margin of safety," he said.

Added Mr. Buffett, "That's not an
experiment we intend to carry out."

Berkshire's annual report to share-
holders showed the Omaha-based

company with net earnings of more
than $1.9 billion for the year ending
Dec. 31, 1997, and assets of more than
$56 billion. "gl
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Montana is all too often used to inappropnately said having a state-authonzed form Updates
delay or deny claims, to harass, mtim- that hmits the release of a worker's
idate or embarrass workers, or to medical information to relevant mfor-

Continued from page 2 blackball workers from future em- mation "might be helpful for every- Age-discrimination bills pass
At the same time, workers comp m- ployment," Mr Judge wrote one " Oregon adopted similar limited

surers and administrators are arguing In response, Charles E Lundeen, wording m its first-report-of-miury Continued from page 2

that such protections would seriously vp/corporate counsel for Liberty form, which typically is used m re- The state Assembly last week passed A B 1643, which would re-
hurt the ability of employers and in- Northwest in Portland, Ore, said the portmg a workers comp case, he said open courts to age dismmnation sults whether a worker was dis-
surers to see that miured workers re- medical release form m question m The Montana Self-Insurers Assn missed alone or with several other employees, even if the dismissal
ceive proper medical treatment that the Stlmson case is mmilar to one now helped develop the more narrow state was attributed to economic reasons

encourages prompt return to work used m Montana, but only In unusual forms and supports them, according The Senate passed S B 2192, which would allow age discrirnination
Those privacy protections also would circumstances-for example, when a to Executive Secretary George Wood lawsuits to be brought only for individually dismissed employees

increase delays in handllng workers claim is htigated m Missoula "We don't want to know The bills could be combined for further action and are expected to

comp claims and create admimstra- In most cases, Liberty Northwest about the fact that (an injured work- go to Gov Pete Wilson by the time the legislative session ends Aug
tive burdens on claims handlers, relies on the medical release language er) had a sexually transmitted disease 31

workers comp insurers and adminis- on the state s workers comp form for when he was 17,"he said
trators say the initial report of Injury, he said In fact, he would prefer not to have Merrill Lynch settles bias suit

However, the key question of bal- The msurer's medical and loss control a medical doctor record even the fact
ance is belng discussed m Helena, professionals need medical mforma- that a patnent had a tattoo-except for CHICAGO-Memll Lynch & Co has agreed to fund a new dispute
Mont, a state with about 400,000 tion to determine causatlon and help identihcation purposes-because that resolution program and will pay $5 milhon to lawyers and a total of
workers that sees about 33,000 claims ensure the worker receives proper fact might make someone handhng a $600,000 to eight current and former female securities brokers who
each year An estimated 15% of the treatment, he said workers comp claim think negatively sued the company for gender discnmination in 1996
state's work force is umonized Mr Lundeen denied that Liberty about a worker, he said "Wewant to The monetary award to the eight brokers compensates them for

Montana workers have complained Northwest used medical information keep the relationship as objective as their efforts in reaching the settlement but is not compensation for
that releases of medical Information mappropnately possible," Mr Wood said their discnmination claims As part of the settlement, which still

are overly broad, prompting state la- Executives of the Montana state If it were brought to his attention needs a federal judge's approval, an agreed-upon class of 2,500 cur-
bor officials to complain to the msur- AFL-CIO also are concerned about that a Montana self-insurer was re- rent and former financial consultants who have worked for Memll

ance commissioner Prior to that, an- what they descnbe as another overly qulnng workers to sign very broad Lynch since 1994, including the eight women mvolved in the settle-
other state agency already had taken broad release being used by the State release forms, he said, "I would make ment, now may file gender discnmination claims through a new res-
steps to narrow medical release word- Compensation Insurance Fund, Mon- a personal contact and say, 'Discon- olution policy, which will review existing claims on a case-by-case
mg on two state workers comp forms tana's competitive workers comp tinue that, it's too broad basis, a Memll Lynch spokesman said Claims deemed to have mer-

The controversy in Montana arose fund and market of last resort Labor Restrictmg medical information to it will be resolved through mediation or mdependent arbitration
recently at a Stlrnson Lumber Co mull executives were sci·utinizing that re- only what is relevant helps workers Also as part of the agreement, Merrill Lynch agreed to drop ltS
m Libby, Mont Local AFL-CIO lease last week and prepanng to pre- and may provide extra protection for mandatory arbitration policy on statutory employment disputes for
union representatives sought help sent their comments m writing soon to employers, Mr Judge said Otherwise, all its employees Under that new policy, which takes effect July 1,
from state AFL-CIO offlcials because the State Fund, Mr Judge said an employer reacting to non-relevant employees must submit to mediation If the mediation is unsuccess-
supervisors for the Portland, Ore - The AFL-CIO's complaint is the information-a car assembler's posi- ful, they may choose industry-sponsored arbitration, non-industry
based company were telling workers first the state fund has received about tive HIV status, for example-might arbitration or take their cases to court

inlured on the Job that they had to the release form, which it began using find itself violating a law such as the The National Assn of Securities Dealers Inc , which had required
sign a broad release form to receive m December 1995 in the majority of Americans with Disabilities Act if it registered securities brokers to bnng statutory employment disputes
medical treatment and lost wages un- lost-time cases, said Jim McCluskey, treated the worker differently to arbitration, is seeking Securities and Exchange Commission ap-
der the workers comp system, accord- vp-claims of the State Fund However, the problem with restrict- proval of a plan to ellminate mandatory arbitration
ing to Don Judge, the state AFL-CIO The form was developed after re- mg medical mformatton only to "rele- Plans to settle the gender discrimination suit reached an impasse
executive secretary In Helena viewing other Insurers' paperwork, vant" data lS that "an insurer is not earher this year after sides could not agree on legal fees (BI, Feb 2)

The form, which was to be returned and "we beheve the form represents gomg to know what is relevant untllit
to a Missoula, Mont, unit of the insur- standard industry practice in workers sees the information," said Bruce C Minnesota settles tobacco case
er, Liberty Northwest Insurance comp," said Aidan Myhre, the fund's Wood, assistant general counsel with
Corp, an mdependent operating sub- customer relations director The State the Amencan Insurance Assn m ST PAUL, Mmn -Minnesota loins three other states in settling its
sidiary of Liberty Mutual Group, "ef- Fund, which wntes 40% of Montana's Washmgton Insurers need to know a suit with the tobacco Industry m an agreement worth $6 1 bilhon over
fectively releases all medical mforma- workers comp premiums, msures lot of information for a variety of rea- 25 years

tion, records and communications about 24,000 employers, she said sons, Including making claims to a The settlement was reached Fnday morning and announced late
with medical providers regarding'any While the State Fund dispute con- state's second miury fund and proper- that day by Minnesota Attorney General Hubert H Humphrey In and
care, service or procedure provided tmues, state officials already have ly apportioning hability when prior Andy Czalkowski, chief executive officer of Blue Cross & Blue Shield
me, mcluding but not hmited to med- taken steps to hmit the breadth of the mlunes have occurred, he said of Minnesota, which also was a party to the suit

ical, psychiatne or psychological di- release paragraphs on two state work- In most cases now, Insurers get only The state and the Blues plan sued the mdustry seekmg to recover
agnosls, treatment, evaluation, advice ers comp forms an existing form used hmited medical mformation anyway health care costs for treatmg smoking-related illnesses and other con-
or other services that affect the struc- to initially report m]uries and a new from the treating doctor about the in- cessions The settlement came Just before jurors were to hear closmg
ture of any function of the human claims information form developed jury and general health conditions, arguments in the 31/2-month trial. The Jury was expected to have be-
body or mind "' for insurers and self-insurers such as diabetes, that might affect a gun dehberations late Friday

That form was a "blatant" example The reworded forms, which were worker's abihty to heal he said Three other states, Mississippi, Flonda and Texas, earher settled
of "inappropnate use of medical in- available this month, ask doctors to However, James N Ellenberger, as- sults before testimony began in ther cases
formation by insurers and employers provide only medical information sistant director of the AFL-CIO's De- Tobacco companies earher this year withdrew from efforts to reach
under existing privacy protections," from a worker's file that is "relevant partment of Occupational Safety and agreement on a national settlement that would have paid states about
Mr Judge wrote in a letter to Mark to thls claim," according to John Wei- Health in Washington, said, "My as- $368 5 bilhon
O'Keefe, the Montana insurance com- da, chief of the claims assistance bu- sumption is that broad wording in re-
missioner Mr Judge also urged Mr reau for the Montana Employment lease forms is widely used " He had no Briefly noted
O'Keefe to make sure workers comp Relations Division of the state's De- data on this, however
msurers would not be exempted from partment of Labor and Industry Mr O'Keefe, the Montana insur- In a closely watched case involving employer amendments to re-
the NAIC's proposed Health Informa- "It's the most fair position we can ance commissioner, plans to draft tiree benefits plans, a 3rd U S Circuit Court of Appeals panel has
tion Privacy Act model take, glven the balancing act that we medical records privacy legislation for unanimously ruled that Curtiss-Wright Corp. did not violate federal

"The bottom hne is that workers are asked to do," Mr Weida said "In- Montana, it will be introduced when benefits law when it terminated the health benefits of a group of re-
should not have to surrender their surers need relevant information so the Legislature reconvenes in January tirees more than 14 years ago The U S Supreme Court struck
rights to pnvacy of their medical they can reach a fair assessment of the 1999, he said He lS recommending down a requirement that plaintiffs alleging unconsbtutional conduct
records as a condition of employ- claim reported to them At the same that any laws to increase the confi- by public officials meet a very high evidentiary standard before their
ment," Mr Judge said time, injured workers deserve not to dentiality of personal medical records cases can proceed The case, Crawford-Et vs Bntton, was brought by

"Any information legitimately re- have their medical records spread apply equally to all Insurers, includ- a prisoner who claimed a prison official had retahated against him
quired for processmg workers com- around mdiscriminately" 1ng those that provide workers comp for glving newspaper interviews The U S Court of Appeals for the
pensation claims is released to the ap- However, Montana does not regu- coverage District of Columbia had set a new, higher evidentiary standard for
propnate entities when a worker signs late all the release forms that insurers "Here rn Montana, video rental and such cases in 1996, but the high court ruled 5-to-4 that the appellate
his or her claim form Rather than be- or self-msurers may use in their own credit records have stronger legal pn- court had overstepped ltS authority Lockton Cos., the Kansas
Ing used for any legitimate purpose, internal busrness operations, he said vacy protections than medical rec- City, Kan -based brokerage, one of the largest retail brokers in the
any additional information gathered Liberty Northwest's Mr Lundeen ords," he said Em United States, has acquired Dunning Benefits Corp of Dallas The

acquired company will be renamed Lockton Dunning Benefits Co
and remain headquartered m Dallas Cendant Corp. has extended

Group hits health care mandates until July 1 its $67 per share tender offer for 51% of the stock of
American Bankers Insurance Group The offer was due to expire
May 6 .A bipartisan group of U S representatives has intro-

ALBANY, N Y -A diverse cording to the U S Bureau of the one of the groups endorsing the duced a tobacco control bill that would grant cigarette makers no

group of New York employers, in- Census moratonum immunity from lawsuits and would allow states the option of settlmg
surers, state government officials Dozens of bills introduced in The other groups backing a their lawsuits with tobacco companies by accepting money from
and unions last week joined the New York legislature would benefit mandate moratorium are a pool funded by new cigarette taxes or to pursue individual law-
forces to support a moratonum on mandate that a wide range of The Business Council of New suits Holocaust survivors suing major European insurance com-
any legislation that imposes new benefits be covered in group York State Inc, the New York panies to recover unpaid claims agreed last week to seek resolution
mandates on health care plans plans The likelihood that any of chapter of the National Federa- by joining an international commission including U S state insur-

In separate letters to New York the proposals will be enacted is tion of Independent Business, ance regulators, insurers and leaders of world Jewish groups (BI,
Gov George Pataki, the seven or- not known yet District Council 37 of the Amen- May 4) Lydia Kam, executive vp and chief operatmg officer of
gamzations said health care man- "We want to draw attention to can Federation of State, County & Stamford, Conn -based TIG Reinsurance Co., has resigned for per-
dates drive up the cost of cover- the downside risks of state man- Municipal Employees, the New sonal reasons Mike Wacek, who was appointed TIG Re's president
age and lead to an increase in the dates," said Geoffrey Taylor, di- York State Conference of Mayors and chief executive officer earlier this year, w111 assume chief oper-
number of people without group rector of public policy and com- and Municipal Officials the NYS ating officer responsibilities (BI, Jan 12) Assistant Secretary of

health insurance In 1996, 17% of munications in Albany for the Assn of Counties, and the HMO Labor Olena Berg, who has headed the department's Office of Pen-
New York residents were unin- New York State Conference of Conference of New York mon and Welfare Benefits Administration for nearly five years, wlll

sured, up from 1 2 1 % m 1990, ac- Blue Cross & Blue Shield Plans, -By JemJ Gelsel leave at the end of next month A successor has not been named



Dubc/)666 1,66£6/Unte, 1¥ldy 11, 1.410 / 04

Pensions Under current law, an employee with a final In addition, the measure would give employ- B Insurance Index
average salary of $200,000 who works 40 years ers an escape clause from meeting other rigid
has his or her beneht capped at $64,000 a year, non-discnmination tests 1,900

Continued from page 1 because of the $160,000 hmit Under the legis- One of those tests requires that the percent-
But now lobbyists and others say a changed lation, the same employee would be entitled to age of lower-paid employees covered by a pen- 1.850

congressional climate makes consideration and an annual pension benefit of $80,000 mon plan be at least 70% of the percentage of
perhaps eventual passage of legislation that • Raising the maximum allowable contribu- highly paid employees covered by the plan For 1,BOO .-- 
enhances the appeal of pension plans a senous tions made to defined contribution plans and example, if 80% of a company's highly paid
possibility the maximum benefit that could be funded employees were covered by its pension plan, at -1.750

That change m climate is a result of several through defined benefit plans The defined least 56% of lower-paid employees would have
factors coming together, experts say, including contribution plan limit would rise to $45,000 to be covered 1,700 

• The change m the federal government's fts- from $30,000, while the annual maximum ben- The legislation says a facts and circum-
cal situation With the federal government now efit funded through defmed benefit plans stances test could be used when use of mathe- 1,650 Ill
racking up a surplus-perhaps as much as $60 would Increase to $140,000 from $130,000 matical tests is not appropnate, a relaxation of
bilhon this year-rather than Incurring a • Allowing employees 50 and older to con- rules that could give employers more leeway m 1,600
deficit, the need to find new revenue sources, tribute an additional $5,000 each year to 401(k) offermg plans to their employees The legisla-
such as through imposing new limits on bene- and other savings plans This change, said leg- tion says there would be appropriate safe- 1,550
ht plans, is moot, at least for now islators at a congressional hearing last week, guards to prevent abuse of a facts and clrcum- 3/20 3/27 48 4/9 4N 4/24 5/1 5/8

Given a favorable economic chmate, "It be- would be especially beneficial to women who stances test but does not spell out what those
comes easier to pass bills-if they have a sound return to the workforce after raising famihes safeguards would be Base.100 on Dec 29,1978

pollcy purpose--that cost revenues," said and have only a limited number of years to Source Nordby International inc (nordby com) Boulder, Colo
Other provisions in the legislation would

James Klem, president of the Assn of Private make contnbutions to their savings plans ellminate rules that appear illogical and with-
Pension & Welfare Plans m Washington Benefit managers welcome the proposed out justification

• The aging of the baby boom population changes to increase maximum benefits provid- For example, the measure would perrmt an PCS catastrophe options
With a huge bulge of the population gettmg ed through pension and savings plans employee who moves between the pnvate and As ol May 1

closer to retirement, legislators are heanng "I like it It is ternfic," said Michael Pikelny, non-profit sectors to roll savings account bal- Call Pnce Call Price

spread bid/ask

from their constituents that more needs to be corporate actuary and benefits consultant at ances from his or her former employer's sav-
spread bid/ask

National Annual 1998 California Annual 1998

done to assure that agmg baby boomers wlll Hartmarx Corp m Chicago mgs plan to the new employer's plan Such 40/60 55/80 40/60 19

have adequate retirement Income By mereasmg the maximum benefit and con- transfers between 401(k) plans and 403(b), the 60/80 25/65 150C 12/20

• The loommg fiscal problems of Social Se- tribution limits, corporate senior managements non-profit world's rough equivalent of 401(k) 80/100 15/58

cunty "There is a greater understanding of the w111 take more mterest in qualified plans and plans, now are prohibited Southeastern September 1998 Western Annual 1998

hmits of what pubhc programs can do and the be more likely to approve benefit enhance-
40/60 26/33 40/60 22

Other provisions in the legislation would
80/100 NA

importance" employer plans can play m meet- ments, he noted • Index the pension benefit cash-out hmit to Northeastern September 1998 1500 15/20

ing employees' future benefit needs, said Frank By contrast, current law so limits maximum inflation Currently, employers can terminate 100/150 17 Eastern September 1998

McArdle, a consultant with Hewitt Associates benefits and contributions that semor manage- former employees from their pension plans and 20/40 35/48

LLC m Washington ment receives a good chunk of pension benefits give those employees a lump-sum payment if 40/60 27/32

Stlll, even in a changed economic and pollti- through non-quallhed plans and thus lacks a the cash value of the benefits is $5,000 or less Florida September 1998

cal climate, no one is predicting that the strong personal Interest in boostmg quahfied Many employers like to cash out departing em-
40/60 14/24

changes called for in the measure wlll be plan benefits, Mr Pikelny said ployees because premium payments no longer Total volume 150 Totalopen Interest 21,232

passed any time soon Certain changes to non-dlsenrnmation rules have to bepaid tothe Pension Benefit Guaran- Forinformation on PCS cal options, call the Chicago Board of

"We need to be reahstic This is not going to also would have the effect of generating ty Corp on their behalf, and companies do not Trade at 312-435-3674

happen overnight," Mr Klein said greater benehts for higher-paid employees have to provide annual pension plan-related Source Chicago Board of Trade

But the introduction of the legislation is good One of those changes would permit the mul- reports to those employees
news and a very encouraging sign, Mr McAr- tiple use of a hberal test used to compare con- Under the measure, the $5,000 cash-out hm- British Issues
de said tnbutions of highly and non-highly paid em- it would be Indexed to inflation Currently,

The Retirement Security for the 2lst Centu- ployees to 401(k) plans Under current law, a there is no mdexing of this hmit Price P/E Div Yield 52-week

ry Act contains numerous provisions that plan is non-discriminatory if contributions by • Turn over to the PBGC responsibility for CompanteS pence pence % high-low
would allow employers and employees to fun- highly paid employees do not exceed deferrals finding missmg participants m their defined
nel more money into pension and savmgs by lower-paid employees by more than 200% contnbution plans Currently, the PBGC's CommIUnion 1139 217 325 29 1300-630

plans Those provisions Include or 2 percentage points of average deferrals, missing participant program can be used only Genl Accident 1428 97 37 5 33 1626 851

•Increasing to $15,000 from $10,000 the whichever is less by employers terminating defined benefit
Gdn Royal Exch 400 59 12 1 30 495-257
Legal & Gen 694 17 5 12 7 23 785-400

maximum annual salary deferral employees However, if a savings plan also has a match- plans Royal & Sun 682 17 4 22 8 33 825-440

could make to 401(k) plans Ing feature or allows employees to make after- The bill, though, does include one provision
• Increasing to $235,000 from $160,000 the tax cont·butions, a different, less liberal test that could merease some employers' pension

Brokers
maximum annual employee compensation that must be used if the 200%-2 percentage pomts costs That provision would require employers
could be mcluded when calculating pension test is run on the pretax contributions that offer matching contnbutions m their -4 Lmbrt Fenchurch115 82 84 90 138-101
benefits Under the less favorable test, average contri- 401(k) and other savmgs plans to vest those r Lloyd Thmpson 179 121 100 69 196-151

This change could lead to significant mcreas- butions made by or for highly paid employees contnbutions after three years Sedgick Grp 158 123 70 45 171-115

es in benefits that could be provided through can't exceed 125% of contnbutions for lower- While many employers already use a three- 3 Willis Corroon 166 138 68 52 174116

quallfied plans Take the case of a pension plan paid employees The legislation would permit year vestmg schedule for matching contribu-
Note Pnces are May 8 dosings, other numbers trom May 7

that provides a retirement benefit equal to 1% the 200%-2 percentage points test to be used tions, federal law gives them up to seven years
of final average pay times years of service on all contnbutions made to the savings plans to fully vest those contributions Source Nordby /ntemadona/ /nc (nordby corn) Boulder, Colo

Bi Industry Stock Report MAY 4,1998, THROUGH MAY 8,1998

Weekly Year to date 52 week Weekly Yeartodate 52 week Weekly Year to date 52 week

BROKERS Pnce % change % change High Low Vol (000) Pnce % change % change High Low Vol (000) Pnce % change %change High Low Vol (000)

Aon Corp NYS 63.88 -020 896 68.19 45.50 954 ESG Re Limited NDO 23.63 -8.25 053 28.88 20.88 3165 RenaissanceRe Holdings Ltd NYS 46.88 2.85 6.23 50.75 36.63 110

E W Blanch Holdings Inc NYS 3638 301 563 3875 22.13 92 Enhance Anancial Services NYS 65.94 4.09 10.82 75.19 40.75 260 Risk Capital Holdings NDO 24.13 3.98 843 2550 1750 108

Gallagher Arthur J & Co NYS 43.25 100 2559 46.56 3038 281 Everest Reinsurance NYS 3931 556 470 4525 3150 1290 RLI Corp NYS 54.13 -046 866 56.81 30.50 54

Hilb Rogal & Hamilton NYS 1750 2.10 939 1963 13.50 28 Executive Risk Inc NYS 67.50 084 331 7575 47 88 482 St Paul Companies NYS 8675 2.06 5.71 94.38 69 63 3591

Kaye Group Inc N[)0 713 1.79 7.55 900 4.75 9 EXEL Ltd NYS 74.88 0.00 18.15 8113 3950 1119 SCOR NYS 6400 3.64 3403 66.00 38.88 8

Marsh & McLennan NYS 87.56 4.63 1744 9488 59.88 1853 Fremont General Corp NYS 5794 1.53 582 62.13 2738 391 SAFECO Corp N[)0 4856 245 -038 5600 39 88 6161

Poe & Brown NYS 3638 5.83 22.27 39.38 1831 31 Frontier Insurance Group NYS 26.00 3.26 1366 39.25 2000 735 SCPIE Holdings lnc NYS 35.50 3.46 22.68 36.00 2025 NA

Sedgwick Group PLC NYS 1275 1.92 355 1444 938 24 Gainsco Inc NYS 8.75 -071 294 10.19 788 186 Selbels Bruce Group NDO 750 7.69 000 894 650 183

Willis Corroon Corp NYS 1388 -0.89 12.69 15.19 9.75 142 General RE Corp NYS 21975 233 3.66 228.88 168.00 713 Selective Ins Group NDQ 2675 4.04 -093 29.25 2175 115

BROKERS AVERAGE 1.45 10.67 Gryphon Holdings NDO 1788 0.35 6.72 1938 14.13 32 Terra Nova Insurance Co Ltd NYS 3088 0.00 1762 3313 19.75 71

Harleysville Group NDQ 2575 2.83 729 28.50 16.19 90 TIGHoldings NYS 25.00 1.23 24.67 36.56 2350 1917

INSURERS/REINSURERS Hartford Steam Boiler NYS 6794 187 23.10 69.88 4850 287 Tok,0 Marine & Are NDO 52.25 188 9.52 6600 41.25 139

ACE Ltd NYS 37.19 1.82 1561 42.50 19.94 1024 HCC Insurance Holcings NYS 2175 -0.57 2.35 32.69 1563 522 Torchmark Corp NYS 4375 -358 3.70 49.81 31.38 1747

Acceptance Insurance Cos NYS 2300 0.82 4.91 28.63 18.50 182 ING Groep N V NYS 6744 3.40 59.38 69.81 3888 301 Transallantic Holdings NYS 75.94 1.86 621 7844 56.63 96

AEGON N V NYS 137.88 014 5384 141.25 6806 98 IPC Holdings Ltd NDO 3244 2.44 0.78 33.25 2325 168 Travelers Property Casualty NYS 40.63 4.27 767 46.06 34.88 1090

Aetna Lite & Casualty NYS 8063 1.45 1426 11813 6631 2791 Hartford Financial Services NYS 11269 118 2044 11688 75.13 1304 Travelers Corp NYS 59.63 412 10.67 73.50 3550 14817

AFLAC Inc NYS 6550 1.23 28.12 69.00 43.00 1900 LaSalle Re Holdings Ltd NYS 36.63 3.78 353 4294 27.25 196 Trenwick Group Inc NDO 3600 7.40 4.32 41 75 31.88 82

Allied Group Inc NYS 2644 1095 7.64 35.75 24.00 1585 Life Re Corp NYS 74.13 4.50 1371 77.44 3938 193 Unico Amencan Corp NDO 15.50 159 2653 18 13 9.75 86

Allstate Corp NYS 9338 2.03 3.18 10025 64 75 3962 Lincoln National NYS 88 81 021 1368 93.38 57.50 1103 United Fire & Casualty NDQ 4025 2.42 9.04 47.00 36.00 16

AMBAC Indemnity Corp NYS 5544 4.73 2052 61.00 34 25 1084 MAIC Holdings Inc NYS 28.94 3.34 8.03 30.38 1650 44 Unitrin NDO 69.63 -0.89 774 72.00 5200 333

American Bankers Ins NDO 60.88 112 32.52 6606 27 00 1575 Markel Corp NYS 17050 525 921 177 50 10900 22 UNUM Corp NYS 5906 963 8.62 5906 38 63 2753

American Financial Group NYS 4425 071 9.77 49.25 34.56 413 MBIA Insurance Group NYS 74.88 1.56 1207 80.94 49.25 1192 Vesta Insurance Co NYS 5600 132 5.68 64.75 40.88 253

American General NYS 66.38 158 22.77 68.88 43.38 2445 Meadowbrook Insur Group NYS 31.50 4.18 20.86 3500 21.50 27 Zenith National Ins NYS 2906 043 1286 3050 2450 26

American Heritage Ute Ins NYS 21.94 304 2188 2500 12.75 108 Mid Ocean Ltd NYS 75.88 0.00 39.86 81.63 44.13 416 INSURERS/REINSUREAS AVERAGE 1 21 1108

American Indemnity/Fin I N[)0 1263 -098 901 1550 9.50 10 MMI Cos Inc NYS 22.88 -081 896 27.88 21 88 130

American International NYS 12869 2.79 18.33 14031 85.13 3405 Mutual Risk Mgmt Ltd NYS 31.56 5.08 5.43 3675 1863 611 HEALTH MAINTENANCE ORGANIZATIONS

Argonaut Group NDO 3400 -073 0.37 38.13 26.75 150 NAC Re Corp NYS 46.94 717 384 5381 39.50 341 Foundation Health Systems Inc NYS 32.13 10.06 44.38 33.94 2206 4034

AXA UAP Group NYS 6044 0.94 54.97 62.63 29.25 292 Navigators Group NDO 19.25 0.00 250 2250 16 75 36 Humana Inc NYS 2650 0 47 27 71 2806 1844 2017

Baldwin & Lyons Inc NDO 2263 163 622 2875 1750 7 Nobel Insurance Ltd NDO 1325 047 0.95 15.38 1213 83 Oxford Health Plans NDO 1844 7.27 18.47 89.00 13.75 9952

Berkley W R Corp NDO 48.00 -078 9.40 49.50 33.63 609 NYMagic Inc NYS 3388 10.39 22.90 3388 1900 21 Paciticare Health Sys NDO 7581 9.08 50.87 83.00 4675 273

Berkshire Hathaway Inc NYS 70000 00 1 01 52.17 7100000 30000 00 1 Ohio Casualty Corp NDO 49.88 179 11.76 51.25 39.25 343 Safeguard Health Enter NDO 8.13 0.00 -3981 1488 750 88

Capital RE Corporation NYS 7375 248 1883 77.44 4250 178 Old Republic Int I NYS 2931 4.02 1824 32.25 18 94 1057 Sierra Health Services NYS 37.94 2 72 1283 41 68 2675 351

Capitol Transamer,ca Corp NAS 2075 2.47 264 28.13 1900 68 Or,on Capital Corp NYS 56.31 0.56 21.27 57.75 31 88 219 United Healthcare Corp NYS 72.63 4.31 46.16 7263 42.44 4202

Centris Group Inc NYS 1400 132 25 49 1481 9.13 117 Partner Re ltd NYS 4975 2.45 728 5250 3075 366 Wellpoint Health Networks NYS 72.63 0.78 71.89 7350 38 63 1293

Chartwell Re NYS 30.25 122 1037 36.25 26.00 80 Penn America Group Inc NDO 1925 253 6.10 23.00 1275 213 HMOS AVERAGE 3.54 29.06

Chubb Corp NYS 7694 2.07 174 8344 5700 1895 Pennsylvania Manulacturer s Co NDO 1888 2.03 1269 1938 1625 82 ALL COMPANIES AVERAGE 029 1694

CIGNA Corp NYS 211.88 -006 2292 214 88 13694 915 Philadelphia Cons Hilding NDO 22.88 000 2887 2350 15 13 266

CNA Financial Corp NYS 149.50 0.72 1703 15994 9950 200 PXRE Corp NYS 3263 8.07 169 3525 2588 213

CNA Surety NYS 16.13 3.73 4.45 1675 1288 100 Reliance Group Hold ngs NYS 1788 5.15 2655 19.13 10 88 1467

EMC Insurance Group Inc N[)0 1463 2.50 1038 1588 1188 30 Rehastar Financial Corp NYS 4344 5.57 5.46 49.94 3044 1623

Top advancing issues. NYMagic Inc., Foundation Health Systems Inc , UNUM Corp. Leading decliners Allied Group Inc, ESG Re Ltd, Selbels Bruce Group Most active issue Travelers Corp The 8/index fell 1 2%,the Dow Jones 30 Industrials declined
1.096, the S&P 500 decreased 1 2% and the NYSE Composite fell 1 1% Average P/E Brokers, 184, Insurers/minsurers, 188, HMOs, 26.6.

Source Nordby intemanonal/nc (nordbycom), Boulder, Colo


